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THE SMALL BUSINESS ADMINISTRATION AND RELATED 
ACTIVITIES 


TUESDAY, MARCH 1, 1955 


Untrep States House or REPRESENTATIVES, 
SreLtect CoMMITTEE ON SMALL BusInEss, 
SuscoMMITTEE No. 2, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 1435, New House 
Office Building, at 2 p. m., Hon. Abraham J. Multer (chairman of the 
subcommittee ) sstonidiie. 

Present: Representatives Multer, Evins, Roosevelt, Wm. Riehlman, 
and Seely-Brown. Also present: Representative Hill (member of 
full committee and ex officio member of subcommittee). 

Also present : Everette MacIntyre, staff director; William Summers 
Johnson, chief economist; and Irving Maness, subcommittee counsel. 

Mr. Mutter. Ladies and gentlemen, this meeting of Subcommittee 
a 2 of the House Select Committee on Small Business will come to 
order. 

I apologize that we have not a larger room, but unfortunately as a 
select committee we do not get much selection as to rooms. We have 


to take what is left over. We have tried to get a larger regular com- 
mittee room, but unfortunately none was available and we will have to 
do the best we can with what we have. 

I hope you will put up with these inferior arrangements and try to 
cooperate in giving us a superior hearing. 

I would like to say at the outset that, as most of you probably know, 
the purpose of this select committee is to ey the problems, and I use 


“study” rather than “investigate,” because that is the history of the 
committee—we try to study the problems of small business and try to 
come up with a solution to them. I think if any committee of the 
Congress has established a record of, not bipartisanship, but non- 
partisanship, the House Select Committee on Small Business has done 
just that, and we intend to continue to operate that way. 

Despite a newspaper item that I have in front of me indicating that 
there are political overtones to this inquiry, I assure you, the general 
public, the press, and the members of the various agencies that may 
appear before us, there are no political overtones to anything that this 
committee or this subcommittee will do or try to do. We will try to 
do the job that was indicated should be done in helping small business 
to solve its problems, and I think by and large Government agencies 
have been cooperating and will continue to cooperate to accomplish 
that. 

As I said, we want to study those problems and try to come up with 
the solutions. Since I have referred to this press item, I will take the 
time to correct one misquotation that appears in it. I am quoted as 
having said to this gentleman that a few oral complaints involving 


1 
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favoritism in SBA loans had been received but not thoroughly 
investigated. 

No such statement was made by me, and I know none was authorized 
by any member of the committee or was made by any member of the 
staff of the committee or any other member. I did indicate that oral 
complaints had been received as to various agencies. I also said that 
we prefer not to take cognizance of oral complaints made over the 
telephone, and if anyone has a complaint, I have suggested they put 
it in writing. If a man is not willing to back up his complaint by 
putting it in writing or by coming before the committee and stating his 
complaint, I do not think that any congressional committee should pay 
very much attention to it or even undertake to investigate so-called 
oral or anonymous complaints. 

I know of no favoritism that SBA has exercised either in connection 
with loans or otherwise, and I certainly made no such statement, and 
I think I talk for all of the members of the full committee as well as 
the subcommittee, that they have no such complaints. 

Now, for the guidance of those who are interested in these hearings, 
this subcommittee intends to sit today, tomorrow, and Thursday, and 
then to continue on the 8th, 9th, and 10th of next week if we do not 
complete our work, and I doubt very much whether we can complete 
it this week, 

It is our plan to sit today until 4 o’clock. We will meet tomorrow 
at 10 o’clock and sit until 12, and recess for lunch until 1:30, and 
sit until 4 o’clock, and proceed the same way on Thursday of this 
week and then proceed in the same way next week on Tuesday, 
Wednesday, and Thursday if it is necessary, meeting at 10, recessing 
at 12 to 1:30, and continuing again until 4 o’clock. Those hours are 
fixed that way so as to give both Members of Congress and members of 
the various Government agencies a chance to get in some time on work 
at their respective offices. 

It is hoped that we will be able to hear Mr. Barnes in full today, 
and when I say “in full,” the plan will be to ask representatives of 
the various Government agencies to present a more or less formal 
statement. The head of the agency will either attend himself or with 
his deputies, and they, too, will be asked to present any formal state- 
ments that they may have prepared. The committee will ask and 
counsel for the committee will ask questions, and we will try to 
proceed as expeditiously as we possibly can. 

We have name cards here identifying the members of the committee. 
I think it might be well at this time to introduce the members of the 
committee and the staff that are with me. On my left we have Walter 
Riehlman, of New York; and on his left, Horace Seely-Brown, of 
Connecticut. On my right is Joe Evins, of Tennessee. 

Then we have Mr. MacIntyre, who is the executive director of our 
staff. Mr. Johnson is the deputy executive director, and Mr. Maness 
is counsel. 

We will proceed today to hear Mr. Wendell B. Barnes, Adminis- 
trator of the Small Business Administration, and I think, for the 
guidance of other agencies that are represented here today, it is safe 
to say that we will spend all this afternoon on the Small Business 
Administration. Of course, all members of every agency are welcome 
to attend and stay throughout all of the hearings. 
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I make this announcement now so that those from any other agency 
who are not interested need not stay if they have any other things 
that they prefer to do. 

After hearing the Small Business Administration, we hope to call 
the representatives of the Atomic Energy Commission and then fol- 
low with the General Services Administration, the Department of 
Defense, the Department of Commerce, and the Department of the 
Treasury. Obviously we cannot hear all of those gentlemen this week, 
but we will make as much progress as we can. 

Now, then, the first order of business, I think, should be to ask 
any of the other members of our committee if there is anything they 
would like to add by way of preliminary statement. 

Mr. Riehlman ¢ 

Mr. Rreutman. Mr. Chairman, the only thing that I would like 
to add is that I want to concur in the statement you have made with 
respect to the attitude of the committee toward all of the departments. 

Although I have not had a chance to read the article to which 
vou referred, I want to say this to the people that are present, and 
I want my chairman to know it; I have had an opportunity to work 
with Mr. Multer for some years here in Congress, and also when I 
was chairman of a subcommittee of this committee handling small- 
business problems. I have found him always to be fair with every 
witness, and his only interest, as far as I could find, was to try to 
develop constructively facts that would be beneficial to the expansion 
of small business. 

I feel—I say this to you, Mr. Chairman—that I have every bit of 
confidence that that is exactly the way you will proceed in conducting 
these hearings that you are starting out with today. 

Mr. Muurer. Thank you, Mr. Riehlman. 

Mr. Evins? 

Mr. Evins. No question, Mr. Chairman, at this time. 

Mr. Murer. Mr. Seely-Brown? 

Mr. Sreety-Brown. I would like to share in and concur with the 
remarks that Walter Riehlman made regarding you, Mr. Chairman. 

Mr. Mctrer. Thank you, sir. 

Mr. Sreety-Brown. I am sure all of us on the committee have con- 
fidence in you. 

Mr. Muurer. Thank you, sir. 

Now I think we are ready for the business of the afternoon. 

Mr. Wendell B. Barnes, Administrator of the Small Business Ad- 
ministration, I think you have a statement you would like to read 
to the committee. 

Mr. Barnes. Yes, sir. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION, ACCOMPANIED BY W. NORBERT 
ENGLES, DEPUTY ADMINISTRATOR FOR FINANCIAL ASSISTANCE, 
SBA; KEITH HANNA, COMPTROLLER, SBA; AND JEROME PLAP- 
INGER, ASSISTANT GENERAL COUNSEL, SBA 


Mr. Barnes. Mr. Chairman and members of the committee, it has 
been our pleasure to work very closely with the Small Business Com- 
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mittee in the past, and in particular the staff of the Small Business 
Committee, and we have found that we have had mutual problems on 
which we could be of great assistance to each other. 

I want to say to this committee and to the members of your staff 
that it will be our pleasure in the months ahead to collaborate with 
them on any problems that they may have in which we may be of 
assistance through our field offices or any problems in which we are 
mutually interested. 

Before getting into my statement on the general activities of the 
agency, I think that I should reply to the letter from the committee 
which requested that I bring certain material with me today. 

I want to say in all seriousness that if we had received that letter a 
year ago, we probably could not have complied with it, but I think that 
a request for a considerable body of information is a good test of an 
organization. So as I told you, Mr. Chairman, over the phone, we 
endeavored as best we could to provide the committee with all the 
information requested. It was necessary to call all of our field offices 
and have them forward or copy, as they were able to do in the time 
allotted, since it involved work over the weekend, and with the exce 
tion of one office, the material has been received. I am sure that the 
material from them is in the mail. 

I have a reply to the letter which I will either read or deliver to 
you. I have one problem in connection with it, however, and that is 
that the request for information as to our inquiries, what is involved 
in that is that in our forty-some offices around the country an inquiry 
may be either a letter, or a personal interview, or a telephone call. Of 
course, we keep a record of any personal interview or telephone call. 
However, under our manual, we onl only required our offices to keep 
those for 90 days, and in some instances where they had a filing prob- 
lem, they have destroyed them after they were 90 days old. In others 
they have retained them for 6 months to a year, and they have for- 
warded to us what material they had. 

Most of the offices were able to make duplicates or to make sum- 
maries, but due to the distances involved, some of the offices could do 
nothing in order to comply except to send their original records. 
Since those are the operating records and all that we have to operate 
from, I would like the consent and concurrence of the committee 
that we leave with you the copies that we have, where they are copies, 
and then if they are the original records, we retain those, and we will 
answer any question about them or do anything that we can do to 
assist you in connection with any of the data that are in those files. 
But it is rather voluminous, and I believe that it would be much more 
expeditiously handled that way, since our people would be more 
familiar with the files. 

As I say, we will be perfectly willing to answer any questions about 
any of it. 

Mr. Muurer. I think, if the committee concurs, we ought not to 
take files from any agency and keep them in the committee room or 
with the committee’s staff, except in most unusual situations. I think 
you ought to retain custody of the files at all times. I think that a 
statement in summary form should meet our needs, and then if there 
must be further inquiries, we can then address them to you or send a 
staff member to your office to examine original documents if that 
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should become necessary. But I think, in the first instance, if the 
committee agrees, all agencies should retain their original files. 

Mr. Barnes. All right, sir. We have this material with us, and as 
I say, some of it is in several cardboard boxes. Would you prefer 
that it be delivered to your staff offices, or do you wish it here this 
afternoon for any reason? 

Mr. Evins. I suggest he proceed with his statement. 

Mr. Muurer. You have apparently a letter prepared by way of 
answer to the written inquiry we sent to you? 

Mr. Barnes. That is right; yes, sir. 

Mr. Murer. I think we might note on the record that the com- 
mittee letter of February 25, 1955, has been answered in the letter 
from Wendell Barnes as Administrator of the Small Business Admin- 
istration dated March 1, 1955. We will file this letter at this time if 
the committee agrees, without making it a part of the stenographic 
record, and then address inquiries to you about it later if they are 
not covered in your general statement. 

Mr. Riresuman. Mr. Chairman, that would include your letter 
requesting the information together with his reply ? 

Mr. Murer. Yes. 

Mr. Rreutman. I do not know about the letter that was sent out. 
I have not seen it. I haven’t any idea what the questions were, and 
if they would have any bearing on the testimony given this afternoon 
by the Administrator, I think it would be well if the committee could 
have a copy of the letter. Is that possible, Mr. Chairman ? 

Mr. Mutrer. Yes. I think, Mr. Riehlman, copies of the ag 


letter of February 25, and of Mr. Barnes’ answer, should be made by 


our staff and a copy made available to each member of the committee. 

Mr. Rientman. Yes; so that we will have it. Although we are 
not going into any detail this afternoon with respect to the question- 
naire that was sent out, we may want to at a later date, and therefore 
it would be best if we could see it. 

Mr. Mutter. Yes. 

Mr. Rrentman. I have no idea what the questions were. 

Mr. Murer. Yes. That will be done. 

Mr. Rreuiman. Very well. Thank you. 

Mr. Barnes. Mr. Chairman and gentlemen of the committee, the 
Small Business Administration was created under authorities granted 
by the Small Business Act of 1953 and is the first peacetime Govern- 
ment agency whose purpose is to provide assistance to all small 
businesses. 

The agency has four primary functions: 

First, to counsel with small firms on their financial problems and 
to assist them in obtaining needed credit; if private credit is not avail- 
able on reasonable terms, to participate in loans by private lending 
institutions or to make direct Government loans to the firms; 

Second, to make loans to owners of homes and businesses whose prop- 
erty has been damaged or destroyed by hurricanes, floods, and other 
natural disasters ; 

Third, to help small-business concerns obtain a fair share of Gov- 
ernment contracts for supplies and services; and 

Fourth, to assist small firms in overcoming their management and 
technical problems. 
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The committee might be interested in the size and form of organ- 
ization utilized by the Small Business Administration in carrying 
out its assigned responsibilities. The total number of employees on 
January 31, 1955, was 757, of whch 248 were in the Washington office 
and 509 in the field offices. 

The law provides for three Deputy Administrators to assist the 
Administrator. I have assigned to one deputy the responsibility for 
financial-assistance programs, to another deputy responsibility for 
procurement and technical-assistance programs, and to the third 
deputy responsibility for the administrative phases of our opera- 
tions, including those of the comptroller, the office of organization 
and management, personnel, and compliance and security. In addi- 
tion, I have reporting to me as Administrator a general counsel, an 
economic adviser, and an information officer. 

At the present time, the administrative functions, with the excep- 
tion of an accounting unit for the RFC disaster loans, which is located 
in Chicago, are centralized in Washington. This centralization has 
been retained as a means of economy, since the size of the agency has 
not been of sufficient magnitude to justify decentralization of the staff 
functions. We are continuing to examine these staff activities and 
shall effect their deeentralization as rapidly as conditions warrant. 

As you know, I serve, together with the Secretary of the Treasury 
and the Secretary of Commerce, or their designates, on a loan-policy 
board for the determination of policies pertaining to the SBA lend- 
ing program. I also have, as an advisory group to me, as provided by 
the Small Business Act, a national council of consultants composed 
of outstanding representatives of small business from the fields of 
manufacturing and retailing, as well as representatives of finance 
and the professions. 

The SBA field organization consists of 14 regional offices, varying 
in size of staff from 13 to 48, and 27 branch offices, varying in size 
from 2 to 9 employees. 

I think the committee would-be interested in reviewing the prog- 
ress of the agency in the performance of its various functions. 


FINANCIAL ASSISTANCE 


The Small Business Administration began accepting loan applica- 
tions on September 29, 1953, at which time ‘the Reconstruction Finance 
Corporation discontinued its lending functions. I was appointed 
Acting Administrator on November 2, 1953. At that time the agency 
had a budget request pending before the House for approximately 
$4,300,000 and a sum of $55 million had been authorized for lending 
purposes in its revolving fund. 

Shortly after my appointment as Acting Administrator, the lend- 
ing policies were clarified by the adoption of a revised loan policy 
statement. On January 1, 1954, a little over a year ago, we had 
throughout the country a staff of 36 financial specialists ‘assigned to 
the job of accepting and processing loan applications. In the 3 months 
tread October 1 to December 31, 1953, the agency had taken action on 
105 loan applications, approving 25 business loans and 37 disaster 
loans, and declining 48 loans. We had 193 applications pending. I 
might interpolate that that was the situation at the time I reported 
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to this committee last year. Reports from our various regional offices 
indicated quite clearly, from the number of prospective loan appli- 
cants being interviewed and requesting information with respect to 
the loan program, that we could expect a considerable increase of 
activity in the months ahead. 

It was clear that immediate action would have to be taken along 
the following lines: 

(1) Additional qualified financial specialists would have to be re- 
cruited and placed on the rolls as early as possible to take care of the 
present and prospective volume of business. 

This we did immediately and assigned these men to regional offices 
in accordance with the workload indicated. In addition, we made 
arrangements with the Reconstruction Finance Corporation to take 
over a number of their loan examiners on a reimbursable basis to assist 
in bringing the application workload to a current basis. 

(2) Immediate steps had to be taken to revise the 1955 budget esti- 
mate, as well as to provide for an additional sum for the revolving 
fund. 

Conferences were held with representatives of the Bureau of the 
Budget and a careful study made of the lending program. On the 
basis of these conferences and studies, a revised budget request was 
presented to the Congress in April 1954, requesting a total of $ $5,500,000 
for operating expenses of the agency and an additional $50 million 
for the revolving fund. 

However, the House Appropriations Committee at this time passed 
= the original budget request of $4,200,000 and had approved 

3,775,000. “The revised budget was therefore presented directly to 
the Senate Appropriations Committee. As a result of action taken 
by both Houses of Congress in the last session, funds in the amount 
of $4,675,000 were approv ed to operate the agency for the fiscal year 
ending June 30, 1955, or approximately $825,000 less than the amount 
originally requested. In addition, Congress approved $25 million 
additional for the revolving fund, making a railable a total of $80 
million for lending purposes against the ageney's request of $105 
million. 

(3) Steps had to be taken to acquaint the banks over the country 
with the SBA program since a definite requirement of the act itself 
provides that this agency cannot make a direct loan if financing is 
otherwise available on reasonable terms. Furthermore, it cannot 
make an immediate participation loan if funds are available on a de- 
ferred participation basis. 

Action was taken in this regard by circularizing the approximately 
15,000 banks in the country “by 3 separate direct mailings, enclos- 
ing literature describing the SBA program in detail. To measure 
the effectiveness of this approach, we attached a card to the last mail- 
ing asking the banks to advise us whether they desired to stay on our 
mailing list. We received over 5,000 requests from the banks to 
remain on the list. We also furnished the various State banking 
ussociations with articles to be printed in their magazines. In addi- 
tion, I have personally addressed a number of banking groups during 
the year explaining the SBA program. I have also instructed our 
regional directors and financial specialists to call on the banks in their 

respective areas as often as is practicable in this regard. 
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Our efforts in this endeavor have paid off in that almost 70 percent 
of the loans approved by the agency have been in participation with 
the various lending institutions. 

(4) Since the agency was operating on a very small ed it was 
quite evident that every administrative step possible would have to 
be taken to husband our available funds to get the most service from 
the dollars available. 

In staffing the agency it was quite important to obtain qualified 
financial specialists of the highest caliber in conformance with the 
civil-service regulations. This we did, I think, with considerable 
success. I have no hesitancy in saying that today the SBA has prob- 
ably some of the best qualified creditmen in the country working on 
it loan program. The average number of years of experience of 
these creditmen runs around 20 years per individual. 

The SBA workload peak was juiced in May 1954, when we had 
a backlog of approximately 800 applications. At that time, we set 
a deadline requiring that all regional offices be current on the loan 
program not later than October 1, 1954. Personal sacrifices by many 
employees were necessary to accomplish this purpose, including work- 
ing oe and week ends. I am proud to say our goal was accom- 

lished and from October forward we have kept financial assistance 
oan applications on what we believe is a current basis. 


DISASTER ACTIVITY 


In the meantime, in every month of 1954, except February and 
April, the agency dealt with the results of natural disasters which 
occurred in various parts of the country. This activity reached its 
height in September 1954, when Hurricanes Carol and Edna struck 
a major portion of the New England area, causing widespread dam- 
age which necessitated immediate and direct action. I personally 
made a trip covering the entire territory, conferring with governors, 
civil-defense and Red Cross representatives, local officials, and bankers 
of the States involved. A course of action was instituted in coopera- 
tion with these authorities which resulted in bringing immediate re- 
lief to the businessmen and homeowners who lost substantially all or 
most of their resources as a result of these disasters. Every available 
man in the agency was dispatched to the affected area. cal com- 
mittees, consisting of bankers and businessmen, were appointed in 
an advisory capacity to pass on loans in conjunction with SBA em- 
ployees. Authority was delegated to the regional office concerned to 
approve loans up to $20,000. It is interesting to note that in connec- 
tion with these disasters this agency has processed and approved 394 
applications in the amount of $2,090,954, as of February 15, 1955. 

However, before we had finished with this job, Hurrican Hazel hit 
the coasts of North and South Carolina and caused widespread devas- 
tation through North and South Carolina, Virginia, Maryland, Dela- 
ware, Pennsylvania, New Jersey, and New York. The same proce- 
dure as had been used in New England was followed in those States, 
with temporary field offices being set up at strategic points to make 
our services available to the disaster victims. As a result of this dis- 


aster, we have approved 376 applications, amounting to $2,870,425, as 
of February 15, 1955. 
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To summarize, I would like to point out that as of February 15, 
1955, the Small Business Administration has received 5,821 loan appli- 
cations, amounting to approximately $266 million. We have approved 
2.275 applications amounting to approximately $70,135,000 and de- 
clined 2,301 loan applications amounting to approximately $124 mil- 
lion; 827 applications amounting to approximately $43 million were 
withdrawn, and 418 applications amounting to approximately $22 mil- 
lion are pending at the present time. Therefore, final actions have 
now been taken on 4,576 applications through February 15, 1955, as 
compared to the 105 actions taken as of January 1, 1954. 

Approximately 3314 percent of the actions taken on business loans 
result in approvals, while approximately 50 percent of all applications 
acted on, business and disaster loans, result in approvals. As [ have 
stated previously, almost 70 percent of the business loans approved 
have been made in participation with other lending institutions. Of 
this figure, 75 percent are on a deferred-participation basis, which 
means that the bank will disburse the entire loan and most likely the 
funds for which SBA is committed will never be withdrawn from the 
Treasury. 

In addition to the above lending activity, some 3,200 RFC disaster 
loans, amounting to approximately $15 million were transferred to 
SBA for administration and collection on July 1, 1954, pursuant to 
Reorganization Plan 2. Due to the nature of these loans and to the 
fact that a considerable number were in a delinquent status when we 
took them over, our workload was further increased. 

In connection with our loan program, I would like to say to the 
committee that, in our effort to help solve the small-business man’s 
problems, the personnel of this agency spends probably more time 
working on loan applications which are ultimately declined than on 
those that are approved. In addition, reports from our field offices 
indicate that a large number of applicants keep such inadequate 
records that our own personnel are frequently required to work up 
balance sheets and operating statements on which to base an accurate 
appraisal of the loan. The same situation exists with respect to prop- 
erty records. Often, our personnel have to develop data with respect 
to proprietary interests in real property to ascertain ownership so 
that collateral values can be properly established. 

It is certainly safe to say that SBA goes considerably further in 
the above respects in trying to be of assistance to small business than 
its predecessors, the Reconstruction Finance Corporation and Small 
Defense Plants Administration, resulting in considerable savings to 
the small-business firm. 

We recognize that there are areas of our program in which addi- 
tional refinements are desirable. We are working to find solutions 
which will shorten the time element and correct other deficiencies. 
For instance, one of our principal concerns is to make loan funds 
available to the small retailer, distributor, and service establishment. 
These concerns usually have very little in the way of tangible collat- 
eral to pledge for a loan; on the other hand, they might have a good 
earning record, competent management and a creditable record with 
their local bank for meeting obligations satisfactorily. It is this type 
of applicant which is in great need of term credit—the $5,000 to 
$10,000 limit. 
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We have evolved a plan which we are ready to put into effect which 
we most earnestly believe will be of special benefit to this type of 
borrower. However, because of present budget problems, which if not 
solved might result in a rather drastic reduction in our personnel, we 
have not considered it wise to pursue further until the personnel situ- 
ation is clarified. 

In your consideration of whether or not your committee will recom- 
mend the extension of the Small Business Administration beyond 
June 30, I believe that you will recognize that there exists today the 

same need for Government assistance to small business concerns as 
existed in 1953, when the Small Business Act of 1953 was enacted 
by the 83d Congress. 

The economic health of these firms is still dependent upon the con- 
tinued and increased opportunity to flourish in a fair and competitive 
environment. They are unable to accumulate enough funds, after 
taxes, for additions to plant and equipment necessitated by a more 
highly competitive market and are often unable to raise equity capital 
or to borrow funds needed for these purposes and for working capital 
on reasonable terms. 

In addition to the continued need for assistance to small business 
concerns, the past year has demonstrated the vital necessity for the con- 
tinuation of an agency of the Government to extend relief to victims 
of floods, hurricanes, and other major disasters. 

The Small Business Administration is presently organized to pro- 
vide these services and to extend the assistance required. It has 
almost 2 years of experience in these functions, during which time 
procedures have ben refined and simplified to provide the greatest 
service possible at the least cost to the Government. 

In the financial field we have developed excellent relations with 
the banks of the Nation. 

We believe that there is no question of the need for a Government 
program as previously outlined. Our experience has shown us the 
areas in which such assistance will render the greatest benefit to the 
small-business economy and to the Nation as a ‘whole and we believe 
that this agency is qualified to render such assistance. 

Most businessmen prefer to stand on their own feet—they do not 
want a handout and would resent any program that has elements of 
a grant or gift in it. Nor does anyone believe that the Government 
should subsidize inferior management through a loan program. The 
present loan program is designed to assist deserving small businesses 
which can be expanded and developed. The owners of these busi- 
nesses expect to repay these funds. The program works with the 
banks of the Nation, particularly the smaller banks, to enable them 
to assist their customers with loans in many instances beyond their 
loan limits. By working with the banks we assist the borrower in 
establishing a line of credit with his local bank which is vital in the 
operation of any company. In other cases where financing is not 
otherwise available it is the SBA direct loan which provides the neces- 

sary financing for expansion and development. It is my opinion 
that SBA is well planned by the Congress to meet the financial needs 
of the small-business segment of the economy and yet there is no in- 
terference with private enterprise and the functions of the private 
banks of the country. 
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PROCUREMENT AND TECHNICAL ASSISTANCE 


The objectives of the procurement and technical assistance pro- 
gram conducted by the Small Business Administration through its 
field offices are: 

(1) To assist individual small business concerns desiring to par- 
ticipate in Government. prime and subcontract purchases for supplies 
and services. 

(2) To counsel, aid, and assist small firms in obtaining technical 
information and data which will enable them to remain up to date in 
production, product development, business management, and market- 
ing techniques to maintain and strengthen their competitive positions. 

(3) To obtain information and maintain an up-to-date inventory 
of the facilities of small-business manufacturing concerns for use in 
establishing mobilization availability. This inventory is also put to 
use in connection with our prime contract referral and subcontracting 
programs. 

The scope of the Small Business Administration’s procurement and 
technical assistance to small-business concerns is reflected by the prin- 
cipal activities which are : 

(1) Procurement assistance ; 
(2) Production assistance; 
(3) Products assistance; and 
(4) Managerial assistance. 


PROCUREMENT ASSISTANCE 


The procurement-assistance program counsels and aids small firms 
to obtain Government prime and subcontracts, both defense and 
civilian agency purchases. Through our field staff of experienced in- 
dustrial specialists, we assist individual small-business concerns to 
participate in prime contract activities through joint determinations 
with contracting officers of the military. 

The joint-determination program ‘provides that a share of many 
supply and service requirements is earmarked to go to small businesses. 
Unde | this program, for the val August 1, “1953, to Janu: ary 25, 
1955, procurements amounting to $436 ,032,8: 38 were reserved for com. 
petition among small- business firms exclusively. 

By decentralizing activities to field offices, individual small-business 
concerns have available within their immediate areas technical counsel 
and assistance with respect to Government purchases on which they 

can bid. This information is brought to small-business attention 
tieronageh the Small Business Administration’ s referral procedure, in 
which information on procurement is brought to the attention of 
small-business concerns listed on our facilities inventories in the 
various field offices. We do not obtain contracts for them, but we do 
render assistance by assisting them in preparing bids and in supply 

ing a variety of other information that was formerly available only in 
the Washington office. By this constant liaison activity, the day-to 
day changing in supply and service requirements is brought to the 
attention of individual small-business concerns that norm: ally do not 
have the opportunity of keeping abreast of Government-procurement 
needs. 


62408—55 
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For the benefit of small-business concerns we have published a 
Procurement Directory and a Specifications Directory. Approxi- 
mately 25,000 copies of the Procurement Directory have been sold at 
50 cents per copy. 

There has been much discussion as to our relations with the Depart- 
ment of Defense. It has always been my view that much could be 
accomplished by persuasion, certainly much more than by constant 
disharmony over such important matters as the amount of the Govern- 
ment’s purchasing that can be reserved for the small firms of the 
country. We began conversations many months ago with the Assist- 
ant Secretary of Defense for Supply and Logistics, with a view toward 
improving the procedures better to accomplish our purpose. In col- 
laboration with Department of Defense officials, we negotiated and the 
Department of Defense issued a new directive which materially in- 
creased the opportunities for small business and made more effective 
the program of the Small Business Administration. 

Some of the details of this program are probably known to this 
committee. Among those, it reduced the value of contracts subject to 
the joint-determination program from $25,000 to $10,000; it refined 
the procedures used in the joint-determination program and opened 
the way for a more effective program of joint determination of con- 
tracts to be set aside for small business. This same directive was 
subsequently revised again in September 1954 and is again in process 
of revision at this time. 

Our programs with the Department of Defense are becoming in- 
creasingly effective. I base this conclusion on the figures which are 
available to me concerning the increase in percentage of joint deter- 
minations initiated by the Small Business Administration and agreed 
to by the Department.of Defense representatives. A further indica- 
tion is that toward the end of the year Defense officials invited the 
Small Business Administration to establish liaison directly by assign- 
ing an SBA representative to work with the Assistant Secretary of 
Defense for Supply and Logistics and his subordinates at the policy- 
making level. We have completed this arrangement and by it have 
been given constant information on policy matters not formerly avail- 
able to enable us to make our views known on procurement matters 
at an early stage in their development. 

I do not mean to leave the impression that either the officials of the 
Department of Defense or I believe that all the problems have been 
solved. ‘There remains a number of areas on which we are presently 
working and which will be developed in the future to increase further 
the share of business allocated to small business. As an indication 
of some of these areas, each service is now engaged in developing a 
small-business subeontracting program which will be applied to the 
large prime contracts where applicable and to large subcontractors. 
Such a program would extend the responsibility for sharing the Goy- 
ernment’s purchases to the first- and second-tier contractors and will 
in my opinion be very worthwhile as it is developed. We are working 
with the Department of Defense in developing these and other pro- 
grams. I fully expect that we shall be mene successful in 
allocating purchases to small firms within the possibilities of the pres- 


ent procurement program. 
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' ‘It must be borne in mind that we are not in a period of increasing 
an unlimited amount of Government procurement as we were in the 
Korean war. There is an overall declining curve of Government 
procurement, which means that each year there may be fewer contracts 
available. In addition as changes are made in weapons, the larger 
weapons grow more complex and in some cases there is even less op- 
portunity of subcontracting since there will be fewer units involved. 
' We have tried to design other programs which will help a con- 
tractor who can no longer. find a a is contract, such as our 
products-assistance program, but we shall continue to pursue every 
avenue that is available to us with the Department of Defense and 
other Government procurement agencies in increasing the opportuni- 
ties for small firms to participate in Government procurement. 


PRODUCTION ASSISTANCE 


Through the field staff of production specialists, technical engineer- 
ing counsel and assistance is provided to individual small-business 
concerns with respect to their production problems. The Small 
Business Administration’s staff needs in procurement and financial 
assistance are also supplied with respect to technical engineering and 
production evaluations and appraisals for small-business loans, pro- 
curement-contract programs and in connection with issuance of cer- 
tificates of competency. Awards made under certificates issued by 
the Small Business Administration total $6,888,435 on 53 certificates. 

The staff engineers conduct technical surveys of plant-productive 
facilities, capabilities, and capacities. They provide technical counsel 
and guidance in connection with the use and interpretation of technical 
specifications. related,..to Government procurements. Under this 
activity, the agency conducts the program of making a complete in- 
ventory of all productive facilities of small-business concerns, which 

uest to be listed, as a part of overall defense mobilization and 
defense plans. 

Other types of technical assistance provided through this activity 
are those in connection with individual small-business concerns 
located in surplus labor areas, production pooling, assistance in ob- 
taining critical materials and equipment that are in short supply and 
allocated under defense-program activities, the use of rapid tax- 
amortization procedures, and guidance in improving production 
techniques. 


PRODUCTS ASSISTANCE 


The a ym conducted by field offices is designed to counsel and 


assist small firms in finding solutions to technical problems on prod- 
uct development. that will enable them to remain up to date in pro- 
duction and marketing techniques. It is an accepted fact that large 
numbers of small-business concerns, because of lack of funds or 
facilities, are unable to conduct effective or continuous research on 
new processes, marketing techniques, and new product developments. 
However, under this program, by establishing working relationships 
with and enlisting the cooperation of the various agencies of Govern- 
ment, laboratories of Government, industries, and universities, as well 
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as other organizations, associations, and institutions, much of the 
technical information and data of a nonconfidential nature which has 
accumulated can be made available to small-business firms. 

This program also provides a clearing house from which small- 
business firms may obtain counsel, guidance, and assistance in product 
development, in locating and marketing a product, which may in- 
clude someone to manufacture it and put it on the market. 

In addition, the program provides a register of products available 
for manufacture, and a register of manufaeturers. seeking products. 
These registers are maintained at Washington and field offices; and, 
through the clearing house operations, interested parties are brought 
together. Likewise, Government-owned patents that are available 
for licensing are brought to the attention of small-business concerns 
by this program. 

It is this program which a small firm may find most useful when it 
is no longer able to obtain defense contracts. This committee will be 
interested to know that we have taken action on over 2,000 products- 
assistance cases. Although this program is not as well known as others 
in SBA, we have built it carefully so that we would not attempt to 
do more than was practicable and in many instances the results ob- 
tained may equal or surpass the results of a loan. I believe this pro- 
gram is worthy of close study by this committee since your evaluation 
will largely determine its effectiveness, and future usefulness and 
application. 

MANAGERIAL ASSISTANCE 


The managerial-assistance program aids small-business concerns by 
advising and counseling on practices of good management and 


through publishing pamphlets called Technical, Management, and 
Small Marketers Aids. In this connection, managerial assistance is 
given through preparation (or arranging for preparation) and dis- 
semination of management publications in rihednsiiee to production, 
management, and technical fields, including the specific fields covered 
by Small Business Administration programs. 

Through staff specialists in field offices the managerial-assistance 
program also develops and conducts management-edueation training 
activities designed to fit small-business needs, with the cooperation 
and collaboration with university schools of business or colleges of 
engineering, voluntary nonprofit associations, and civie bodies or 
leaders. Technical and management aids to small-business concerns 
are also provided through developing and participating in coopera- 
tive publications of the Small Business Administration and the De- 
partment of Commerce, which include technical reports, business- 
service bulletins, and abstracts of Government-owned inventions. 

This program also provides an invaluable adjunct for use in the 
other technical programs conducted by the agency, by providing 
technical managerial information and guides to be used by statf 
specialists in counseling and assisting small firms in their financial, 
production, product development, and contract problems. 

The foregoing programs, |. e., procurement, production, products 
and managerial assistance, are all authorized by the provisions of 
Public Law 165. The potential value to the small-business commu- 
nity of the Nation, inherent in thees programs, is tremendous. 
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They are presently very effective and can be made increasingly so 
depending upon the number of people assigned to them. An evalua- 
tion of our needs can be made at this hearing. We are willing and 
able to indicate our requirements in terms of personnel to help you 
arrive at a conclusion. In my own opinion there are no activities 
of the agency which exceed the value of these programs. Our files 
are full of letters indicating specific instances of the value of these 
programs to small-business concerns. 


SBA ADVISORY BOARDS 


We feel the Small Business Administration can do the best possible 
job only if it has current information about the problems and needs 
of the Nation’s business community. No better source of this infor- 
mation exists than the businessman himself. Consequently, SBA has 
established advisory boards under the authority of the Small Business 
Act. One board, the National Council of Consultants, works with 
the Administrator and meets here in Washington. The members 
evaluate SBA policies and programs on an overall national basis 
and recommend policy and program changes, deletions, and additions. 
The other SBA advisory board, the National Board of Field Advisers, 
is really 14 boards, 1 in each of the SBA regions. These boards are 
concerned with the regional and local detailed operations of SBA 
and work with the regional directors in the particular areas. 

Membership on these boards is limited to business people who can 
make an important contribution to the activities of SBA. Every 
category of American business life is represented. We have through- 
out the country approximately 900 members of the National Board 
of Field Advisers and 63 members of the National Council of Con- 
sultants. Incidentally, SBA advisory board members serve without 
compensation or travel expense of any kind. 

A few brief examples might serve to illustrate the contributions 
board members can make and have made to help improve SBA 
services. 

(1) SBA was able to reduce further the time for granting certain 
loans by authorizing the agency regional directors to approve, in the 
field, loans up to $50,000 under certain conditions, this being the 
recommendation of the National Council of Consultants. 

(2) Advisory board members comply with many of the important 
requests for speakers at industrial, business, and civic groups which 
SBA has neither the staff nor the funds to meet. 

(3) Members help arrange SBA management courses at colleges 
and universities. : 

_ (4) Members enlist authorities in many fields of business and 
industry to write needed SBA matiagement and technical aids. 

Of inestimable value to SBA is the willingness of advisory board 
members to serve on disaster-loan committees wherever a disaster 
has struck. The cooperation of board members in disaster areas has 
permitted us to render service of a quality not otherwise possible. 


PUBLIC INFORMATION 


One of the basic problems of SBA is communicating with the small 
businesses of the Nation. Obviously, if the agency is to perform its 
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job effectively, it must make its available services known as widely as 
possible. The extent of our communications problem is readily ap- 
parent—our staff of 700 people must conduct programs and make them 
familiar to more than 4 million small businesses. The actual mechan- 
ics of making our programs known is the responsibility of the 5 infor- 
mation specialists and 3 clerks in our Office of Information. The only 
way to do the job is to make maximum use of the press, magazines, 
trade journals, radio, television, and speaking engagements. 

It is our policy to provide the public with full information about all 
of our activities at all times. 

Our Office of Information issues regularly two series of press re- 
leases, one listing all business loans tentatively approved by the 
agency, and the other detailing our accomplishments in helping small 
firms obtain contracts with the Federal Government. We make avail- 
able to the press from time to time State and industry breakdowns on 
these two major programs, and these have been widely used by many 
newspapers and other publications. 

Through our Office of Information we have edited, issued, and dis- 
tributed approximately 100 managerial and technical aids, small mar- 
keters aids, and small business management booklets. 

In many cases these leaflets and booklets are reprinted, in whole or 
in part, by private trade associations or other organizations, and the 
distribution they have thus achieved is truly enormous. The Office 
of Information itself has been responsible for the distribution of more 
than 1,700,000 management and technical aids. Approximately 274,- 
000 copies of small business management series booklets, and as men- 
tioned before, 25,000 copies of our United States Government Pur- 
chasing Directory and United States Government Specifications Di- 
rectory have been sold by the United States Government Printing 
Office. 

Through our Office of Information we have distributed 210,000 
copies of our pamphlet, Small Business Administration—What It Is— 
What It Does; 175,000 copies of our Public Statement of Loan Pol- 
icy—Explanation of Loan Procedures; and 152,500 copies of our 
pamphlet, The Bank—Small Business Administration Loan Plan. 

Our Office of Information also prepares regularly drafts of speeches 
for use by our regional directors and members of the various advisory 
boards of SBA, and assists in the dissemination of these speeches. 

This office works regularly with regional offices, preparing special 
news releases for them, special articles that they request, and is cur- 
rently instructing regional directors in how best to work with the local 
press, radio, and television facilities. 


OFFICE OF THE GENERAL COUNSEL 


The Office of the General Counsel has been decentralized. 

The Washington office has a total of 26 positions authorized. Of 
this number 16 are professional legal positions and the balance are 
clerical and stenographic positions. At present there are 11 attorneys 
assigned to this office. 

The office is organized into three operating divisions—a Loan Divi- 
sion, a Procurement and Technical Assistance Division, and a Legis- 
lative and Administrative Division. 
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The Loan Division prepares loan authorizations and renders 
opinions, and prepares memoranda affecting legal aspec:s of the 
agency’s financial assistance programs. The Washington office pre- 
pares loan authorizations for all business loans under section 207 (a) 
of the Small Business Act of 1953, except those in which authority 
has been delegated to the regional offices. In cases where the regional 
offices do not have full-time staff attorneys, authorizations for such 
loans from these offices are prepared by the Washington office. The 
time required for preparation of loan authorizations in the Office of 
the General Counsel, by reason of experience and increased personnel, 
has been decreased from a high, in the summer of 1954, of 30 days to 
approximately 5 working days at present. In the case of authoriza- 
tions for loans approved under delegated authority, in virtually all 
cases such loan authorizations are prepared in final form within 24 
hours following their receipt. 

The Procurement and Technical Assistance Division is concerned 
with legal matters affecting the agency’s procurement and technical 
assistance programs, and with the effect on small-business concerns of 
the Armed Services Procurement Act and the Federal Administra- 
tive Services and Supplies Act, as well as title Il of the First War 
Powers Act of 1941, as amended. It also renders advice to owners 
of small-business concerns concerning these statutory authorities. 

The legislative and administrative division is concerned with repre 
sentation of the agency in civil service and other personnel matters,, 
and with preparing comments for the Bureau of the Budget and - 
propriate congressional committees on legislation affecting small 
business concerns, and with the preparation of amendments to legis- 
lation of immediate interest to the Small Business Administration. 
It also acts as counsel to the agency in connection with legal problems 
arising out of housekeeping functions. 

In connection with the SBA disaster loan program, with the advent 
of each flash-type catastrophe, investigations are expeditiously made 
and based on information made available to the Administrator a 
declaration of disaster may be issued. This means, in the case of 
issuance, all persons or firms whose property in the affected area has 
been damaged or destroyed are eligible for distaster loans under the 
provisions of the Small Business Act of 1953. Disaster loan clos- 
ings are handled by fee counsel exclusively because of the volume of 
such closings, and because at the national standard rate of $5 an hour 
it is universally more economical to employ such counsel rather than 
detail staff counsel to such areas and impede the handling of the 
busmess loan activities of the agency. Disasters have their greatest 
impact in nonmetropolitan areas and in these more remote localities 
the use of disaster loan counsel has been an extremely satisfactory 
operation. 

The chairman of this subcommittee has asked me for my recom- 
mendations on several specific matiers. 

Present SBA disaster loan authority relates to financial assistance 
in case of floods, hurricanes and other similar flash-type phenomena. 
Since the drought situation is of longer duration and is essentially an 
agricultural problem, it is my feeling that it would be a mistake to 
inject SBA into a field so completely remote from its present opera- 
tions. In this situation the businessman in a dveanta area needs 
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fmancing because his farmer customers are unable to pay their bills. 
If the farmers receive drought loans, the businessman’s financial 
problem is solved—if it is caused only by drought. Other Federal 
agencies have or plan loan programs for drou ght- stricken farmers. 
This should solve the problems of businessmen in drought areas. Not 
the least of difficulties that would be avoided would be questions 
with this problem, of causal relationship to determine whether the 
business reverses are in fact a result of drought, or are a result of 
extrinsic factors. 

Now, what I have told you is my personal position, and the national 
administration has taken no formal position on this matter as yet. 

The chairman has asked me for my recommendations concerning 
an increase in the maximum loan limitation of $150,000. I think I 
should point out to the committee that this $150,000 limitation applies 
only to the SBA share of a loan; thus in a bank participation it is 
possible that the loan itself may exceed $150,000, since there is no pro- 
hibition in the act concerning the amount of money to be loaned in 
participation with banks, only that the SBA share is limited to 
$150,000. We have now made a number of loans, the total amount of 
which, including bank participations, exceeds $150,000. I might also 
add that the average size of our loans has been $60,000, and that, under 
RFC operations, ‘where there was no dollar limitation whatsoever, 
90 percent of the loans made by that agency were $100,000 or less. It 
is my observation, therefore, that no need has been demonstrated for 
an increase in the present maximum loan limitation of $150,000, 

We have been working on proposed amendments to the Small Busi- 
ness Act, but because of time limitations we have not been able to 
clear these proposals at this time. We do have recommendations to 
make in the future which will, in our opinion, cover legislation changes 
which are appropriate and desirable. Our proposals will be ready 
very shortly and we would be glad to be invited to submit additional 
testimony to this committee w thin the next 30 days concerning our 
legislative program. 

‘T am prepared to recommend to the committee that the statutory 
life of the agency be extended for an additional 2 years. You, of 
course, know that an extension has been recommended by the Presi- 
dent in both his state of the Union and budget messages. I am of the 
opinion that a 2-year extension is desirable since it will give the Con- 
gress an oppor tunity to reappraise the further need for “the existence 
of the agency at the expiration of such period. 

You must forgive the lack of my complete objectivity on this point, 
but I feel that the agency is doing an extremely worthwhile job and 
has developed new programs which will be of immeasurable assist- 
ance to the small-business segment of our economy. I believe that 
the agency’s accomplishments and demonstrated need for its con- 
tinuing services justify congr essional support of the 2-y ear extension. 

I would be h: appy to cite examples from my experience in meeting 
businessmen across the country to bolster and support my belief. 

Mr. Mutrer. Mr. Barnes, are any of your deputies prepared to make 
formal statements, or is it all encompassed within yours / 

Mr. Barnes. It is all encompassed within mine. They are here to 
assist me on examination, and we have other material which may be 
elicited in the questions. 
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Mr. Murer. Then I suggest that when questions are asked, if you 
cannot answer the question, you introduce the appropriate deputy who 
can make the answer. 

Mr: Barnes. Since my voice needs a rest for a few minutes, I will 
let Mr. W. Norbert Engles, who is Deputy Administrator in Charge 
of Financial Assistance, assist me in answer ing questions relating to 
financial assistance. 

Mr. Muurer. All right. 

Now, before we do that, since we opened our hearings, Mr. Hill, who 
is the ranking minority member and was chairman during the last 
session of the Small Business Committee, has come in. I think every- 
one here should know Mr. Hill, of Colorado. And we have also been 
joined by Mr. James Roosevelt, of California, who is a member of 
our committee. 

Mr. Evins, do you have any questions ¢ 

Mr. Evins. Mr. Chairman, I would just like to make an observation 
that historically, as lam sure Mr. Barnes know s, this committee has 
been the supporting arm of the Small Business Administration and 
its predecessor, and we want to assist your agency in doing a good job. 

As a result of our hearings, 2 years ago, we received the general 
complaint throughout the country that if a businessman was in dire 
need of financial assistance, he should go to the branch office and 
give them the information, and he would file an application form, 
and possibly it would be approved in the field, but then the matter 
would be submitted to Washington and the loan application would 
get lost in the pile. 

The general complaint was that these applications become lost in 
the file or that even if the Small Business Administrator was sym- 
pathetic and indicated a desire to approve the loan, that it then had 
to go to the Loan Policy Board, which was composed of big-business 
men, men sympathetic to big-business interests rather than the small- 
business economy of the Nation. 

I wish you would tell this committee who composes the Loan Policy 
Board and the answer to that general complaint. 

Mr. Barnes. All right, sir. The Loan Policy Board is composed, 
under the terms of the act, of myself, the Administrator as Chair- 
man, the Secretary of the Treasury, and the Secretary of Commerce, 
all ex officio, or their designates. In each case, they have provided 
designates. In the case of the Secretary of Commerce, it is Mr. 
Lothar Teetor, Assistant Secretary for Domestic Affairs; and in the 
case of the Secretary of the Treasury, his designate is Mr. Laurence 
Robbins, Assistant Secretar y of the Treasur y. Those gentlemen with 
myself compose the Loan Policy Board. 

Now, there is occasionally some misunderstanding as to the fune- 
tion of the Loan Policy Board with what we have within the agency 
and call a Loan Review Committee. The Loan Policy Board does 
not pass on any loan or any loan application. Their function, by 
their wishes and desires and the law itself, is limited to determina- 
tions of policy, policy only. The law is very clear and specific on 
that point. 

I would be glad to read it into the record if you would like. This 
in section 204 (d) of the Small Business Act of 1953: 


There is hereby created the Loan Policy Board of the Small Business Ad- 
ministration, which shall consist of the following members, all ex officio: The 
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Administrator, as Chairman, the Secretary of the Treasury, and the Secretary 
of Commerce. Either of the said Secretaries may designate an officer of his 
Department who has been appointed by the President by and with the advice 
and consent of the Senate to act in his stead as a member of the Loan Policy 
Board with respect to any matter or matters. The Loan Policy Board shall 
‘establish general policies (particularly with reference to the public interest 
involved in granting and denial of applications for financial assistance by the 
Administration and with reference to the coordinaton of the functions of the 
Administration with other activities and policies of the Government) which shall 
govern the granting and denial of applications for finaneial assistance by the 
Administration. 

That clearly indicates the functions and activities of the Loan 
Policy Board. They do not pass on loans. Any businessman who 
complained that the Loan Policy Board passed on loans was not prop- 
erly informed. 


We have established within our agency a loan review committee. 
Now, that committee is not an extraordinary thing. The same sort of 
thing is found in any bank or in any financial institution that passes 
on loans. They usually get their best credit men and put them on a 
review committee that finally reviewsthe loans to give objective review 
of the loans. The RFC always has such a committee, and in the exten- 
sive hearings on the RFC, there was nothing but praise for the activi- 
ties of the review committee. 

We established such a loan review committee. I placed on that the 
best credit men that I could find, and they objectively review the ap- 

lications. One of the purposes for that, of course, is that when you 
lave a new organization and a new set of policies, you must train 
the people and they must get adjusted to working under a particular 
type of policy. 

It is perfectly true that at the start of the activity, while these men 
were first working under this law and this policy, there was need on 
occasion to reverse the recommendations of the field. However, in the 
overall loan activity, from the first of the agency’s inception, as a 
lending agency until now, in less than 10 percent of the times has the 
review committee in Washington reversed action taken in the field. 

Mr. Evins. The Loan Policy Board has never passed upon applica- 
tions for loans? 

Mr. Barnes. Never on a single loan. The Administrator under this 
law is given complete and final authority. 

Mr. Evins. How many times has the Loan Policy Board met sine 
you have been Administrator ? 

Mr. Barnes. Well, every time that I have called a meeting, which 
has been—my estimate is about 15 times. They met slightly oftener 
than once a month. 

Mr. Evins. Do I understand from your statement that their prin- 
cipal function is to determine whether or not particular loans are con- 
sidered in the public interest? Is that the policy ? 

Mr. Barnes. No. They adopt or revise the policy statement under 
which loans are granted. In other words, you have to measure your 
Joan applications against the policy. The law is very brief on the 
subject of the loans, and directs the Board to establish the policy. 

Mr. Evrns. You in the final analysis have the right to approve or 
disapprove the loan? 

Mr. Barnes. Yes, sir; I would like to introduce into the record the 
loan-policy statement which has been adopted by the Board and which 
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has been revised from time to time during the past year and which is 
the corrected statement under which we operate at the present time. 
Along with that, I would like to introduce into the record a chronolog- 
ical accounting of the dates on which the Loan Policy Board met and 
changed the loan policy and what those changes were. 

Mr. Evins. I think it would be well to have this information, Mr. 
Chairman, 

Mr. Barnes. Now, that would be a full and fair statement of the 
activities of the Loan Policy Board. But never at any time has the 
Loan Policy Board itself passed on any loan. That is the responsi- 
bility of the Administrator. I am accountable to Congress, and I have 
kept that responsibility. 


Mr. Rreuitman. Mr. Evins, would you yield at that point so that 
I might ask one question ? 

Mr. Mutrer. Without objection, we will make this document a part 
of our record, which is the loan-policy statement of the Small Busi- 
ness Administration, dated January 17, 1955. 

(The document referred to is as follows :) 


CONSOLIDATED LOAN PoLicy STATEMENT‘ OF THE SMALL BUSINESS ADMINISTRATION 


Introduction.—This general policy statement is established by the Loan Policy 
Board of the Small Business Administration pursuant to section 204 (d) of 
Public Law 163, 88d Congress (Small Business Act of 1953). It sets forth the 
principles and policies which will be followed by the Small Business Administra- 
tion in the granting and denial of applications by small-business concerns for 
financial assistance. It is not intended that this general policy statement 
provide answers to all questions which may arise in connection with specific 
applications. 

Authority and purposes,—Under section 207 of the Small Business Act of 1953 
the Small Business Administration is empowered, among other things: 

“(a) to make loans to enable small-business concerns to finance plant 
construction, conversion, or expansion, including the acquisition of land; or 
to finance the acquisition of equipment, facilities, machinery, supplies, or 
materials; or to supply such concerns with working capital to be used in 
the manufacture of articles, equipment, supplies, or materials for war, 
defense, or essential civilian production, or as may be necessary to insure 
a well-balanced national economy; * * * 

“(b) to make such leans as the Administration may determine to be 
necessary or appropriate because of floods or other catastrophes * * *” 

All financial assistance granted by the Small Business Administration must be 
for one or more of the purposes set forth above. 

Definition of a small business.—Section 203 of the Small Business Act of 1953 
provides that a small-business concern shall be deemed to be one that is inde- 
pendently owned and operated and which is not dominant in its field of operation. 
In addition to the foregoing criteria, the Small Business Administration, in 
determining whether a given firm is a “small-business concern” (pursuant to 
sec. 212 (c) of the act), may also use the number of employees and the dollar 
volume of business of the firm. 

Basic principles governing the granting and denial of applications for financial 
assistance.—(a) Applications for financial assistance may be considered only 
when there is evidence that the desired credit is not otherwise available on 
reasonable terms. The financial assistance applied for shall be deemed to be 
otherwise available on reasonable terms unless it is satisfactorily demonstrated 
that: 

1. Proof has been obtained that: (@) Not less than two banks, one of which 
shall be the applicant’s bank of account, whose lending capacities are ade- 
quate to cover the loan applied for, have been solicited to make such loan 
and have refused. An applicant located in a community having but one 


21 Includes loan policy statement, revised as of November 16, 1953, and amendments 1, 2, 
3, 4, and 5 thereto. 





22 - -SMALL BUSINESS:ADMINISPRATION AND RELATED ACTIVITIES 


bank will be required to request accommodations only from that bank or 
from another appropriate lending institution in a nearby community; and 
that, (0) When the amount of the loan applied for is in excess of the legal 
lending limit of such banks, or is in excess of the amount that they normally 
lend to any one borrower, the loan requested has been presented for 
consideration by a correspondent of such banks and refused. 

Proof of refusal must contain the date, amount and terms requested, and 
the reasons for not granting the desired credit. 

Bank refusals to advance credit should not be considered the full test of 
unavailability of credit and, where there is knowledge or reason to believe 
that credit is otherwise available on reasonable terms from sources other than 
banks, the credit applied for cannot be granted notwithstanding the receipt 
of written refusals from banks.’ 

2. The funds required do not appear to be obtainable from other known 
sources of capital serving or operating in the business community concerned. 

3. The funds required do not appear to be obtainable on reasonable terms 
through the public offering or private placing of securities of the applicant. 

4. The funds required do not appear to be obtainable through the disposal 
at a fair price of assets not required by the applicant in the conduct of its 
existing business or not reasonably necessary to its potential healthy growth. 

5. The funds required do not appear to be obtainable without undue 
hardship, through utilization of the personal credit and/or resources of the 
owner, partners, management, or principal.shareliolders of the applicant. 

6. V-loan, or other applicable Government financing, is not available to the 
applicant. 

(b) All loans made shall be of such sound value or so secured as reasonably 
to assure repayment. No loan shall be made unless there exists reasonable 
assurance that it can and will be repaid pursuant to its terms. Reasonable 
assurance of repayment will exist only where the loan is of sound value, or is 
adequately secured in the judgment of the Small Business Administration. It 
will be deemed not to exist in all cases where the proposed loan is to accomplish 
an expansion which is unwarranted in the light of the applicant’s past experi- 
ence and management ability, or where the effect of making the loan is to 
subsidize inferior management. 

(c) It is the policy to stimulate and encourage loans by banks and other lend- 
ing institutions. 

1. An applicant for a loan must show that a participation by a bank or 
other lending institution is not available; no immediate participation may 
be purchased unless it is shown that a deferred participation is not available. 

2. An agreement by the Small Business Administration to participate in 

any loan shall not require the Small Business Administration to advance 
in excess of 90 percent of the amount of the loan. In the case of agreements 
to participate on a deferred basis, the Small Business Administration shall 
not be obligated to advance in excess of 90 percent of the amount of the loan 
outstanding at the time of the advance. 

3. No agreement to participate shall establish any preferences in favor of 
the bank or other lending institution participating in the loan with the Smali 
Business Administration. 

(@) Financial assistance will not be granted by the Small Business Adminis- 
tration: 

1. If the direct or indirect purpose or result of granting such assistance 
would be to (a) pay off a creditor or creditors of the applicant who are in- 
adequately secured or are in position to sustain a loss, or (b) provide funds 
for distribution or payment to the owner, partners, or shareholders of the 
applicant or (c) replenish working capital funds theretofore used for either 
of such purposes ; 

2. If the direct or indirect purpose or the result thereof would be to effect 
a change in ownership of a business :* 

3. If the financial assistance will provide or free funds for speculation in 
any kind of property, real or personal, tangible or intangible ; 

4. If the applicant is an eleemosynary institution ; 

5. If the purpose of the loan is to finance recreational or amusement facili 

CLes ; 


2 Amendment as of April 5, 1954 (amendment 3). 
* Amended as of December 21, 1953 (amendment 1). 
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6. If the applicant is a newspaper, magazine, radio broadcasting company 
or television broadcasting company or similar enterprise ; 

7. If any substantial portion of the gross income of the applicant (or of 
any of its principal owners) is derived from the sale of alcoholic beverages ; 

8. If any part of the gross income of the applicant (or of any of its prin- 
cipal owners) is derived from gambling purposes ; 

9. If the loan is to provide capital to an enterprise primarily engaged in the 
business of lending or investment. 

10. If the effect of the granting of the financial assistance will be to encour- 
age monopoly or will be inconsistent with the accepted standards of the 
American system of free competitive enterprise. 

Terms and conditions of loans to small business concerns under section 207 (a) 
of the Small Business Act.—(a) Amount: No loan shall be made if the total 
amount outstanding and committed (by participation or otherwise) by the Small 
Business Administration to the borrower would exceed $150,000. 

(b) Maturities: No loan, including renewals or extensions thereof, may be 
made for a period or periods exceeding 10 years, except that any loan made for 
the purpose of constructing industrial facilities may have a maturity of 10 years 
plus such estimated additional period as may be required to complete such con- 
struction. It shall be the policy, however, to restrict the maturity of each loan to 
such minimum as is consistent with sound business practice. 

(c) Charges and interest: 

1. Charges: In deferred participation loans (those made by a bank in 
which Small Business Administration has entered into an agreement with 
the bank to purchase thereafter a participating share in the loan), a partici- 
pation charge shall be payable by the bank to Small Business Administra- 
tion for the latter’s agreement to purchase a share in the loan. The partici- 
pation charges shall be on a sliding scale, depending upon the percentage of 
the loan which Small Business Administration is obligated to purchase. 
Such charges shall be as follows: 

For a loan in which Small Business Administration is obligated to pur- 
chase— 

(i) An amount not in excess of 50 percent of the loan, the participa- 
tion charge shall be 1 percent per annum on the portion of the loan 
which Small Business Administration is obligated to purchase; 

(ii) An amount in excess of 50 percent of the loan, but not in excess 
of 75 percent of the loan, the participation charge shall be 144 percent 
per annum on the portion of the loan which Small Business Administra- 
tion is obligated to purchase ; and 

(iii) An amount in excess of 75 percent of the loan but not in excess 
of 90 percent of the loan, the participation charge shall be 2 percent 
on the portion of the loan which Small Business Administration is 
obligated to purchase. 

Small Business Administration is prohibited by law from agreeing to pur- 
chase more than 90 percent of the loan. 

2. Interest : 

(i) Deferred and immediate participation loans: In all loans in 
which the Small Business Administration participates with a bank or 
other lending institution, whether the participation is on a deferred or 
immediate basis, and whether in the first instance the bank or the Small 
Business Administration makes the loan in which the other purchases 
an immediate participation, the rate of interest may be fixed by the bank 
or other lending institution, provided that the interest rate shall not be 
less than 5 percent per annum on the portion of the loan which the Small 
Business Administration is obligated to purchase or, in the case of an 
immediate participation loan, on the Small Business Administration's 
share in the loan. 

(ii) Direct loans: Interest on all direct loans which may be made by 
the Small Business Administration shall be at the rate of 6 percent per 
annum, except as may be otherwise required by reason of the provisions 
of the Servicemen’s Readjustment Act of 1944, as amended.‘ 

Disaster loans under section 207 (b) of the Small Business Act—(a) Disaster 
loans will be considered on an individual basis in the light of circumstances of 
the particular flood or other catastrophe. Such loans will be made to relieve 


* Amended as of March 1, 1954 (amendment 2). 
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the distress and hardships attendant upon the disasters. Accordingly, such loans 
will not be required to meet standards which would otherwisé be applicable. 

(b) Interest on disaster loans, including interest on the unpaid principal of 
disaster loans approved subsequent to September 28, 1953, shall be at the rate 
of 3 percent per annum. 

(c) In deferred participation loans, the participation charge payable by the 
bank to the Small Business Administration shall be one-quarter of 1 percent.° 

SMALL BUSINESS ADMINISTRATION LOAN PoLicy BOARD, 
By WENDELL B. BARNES, Administrator Chairman, 
JANUARY 17, 1955. 


CHRONOLOGICAL DATA ON AcTIons OF LOAN Ponicy Boarp 


September 29, 1953: Established participation charges and fixed interest rates 
on all loans. 

October 9, 1953: Amended loan policy statement of September 16, 1953, by 
permitting interest rate on bank participation loans to be fixed by participating 
bank, provided that interest on SBA share is no less than 5 percent. 

November 2, 1953: Amended loan policy statement of September 16, 1953, 
by prohibiting financial assistance to refinance indebtedness due to a Govern- 
ment agency. 

November 13, 1953: Approved revised loan policy statement (as of November 
16, 1953) which in effect permits all small business concerns to be eligible for 
loans, as opposed to previous policy which in effect made eligible only essential 
and civilian defense enterprises. 

Also declared loan policy statement prohibitions against loans to recreational 
facilities, newspapers, churches, etc., to be applicable only to business loans, 
thus paving the way for the eligibility of such enterprises for disaster loans. 

December 21, 1953: Amendment to section 24 of the Federal Reserve Act 
suggested to include SBA in its exceptions (sec. 24 then included only loans in 
which RFC and HFSA participated). Also approved améndment 1 to the new 
loan policy statement by deleting the prohibition of financial assistance to re- 
finance indebtedness due a Government agency. 

March 1, 1954: Amended loan policy statement to permit SBA to make loans 
to veterans at the 414 percent interest rate set under the GI benefits legislation. 
Previously, loan policy statement had set a uniform 6 percent interest rate on 
all direct loans. 

April 5, 1954: Approved clarifying amendment to loan policy statement on 
securing proof of refusal from more than one bank. Previously evidence of 
proof of refusal by one bank was required in accordance with usual banking 
procedures. Amendment was deemed necessary in view of refusals contained 
in the act. 

June 28, 1954. Authority delegated to regional offices to approve bank partici- 
pation in loans not exceeding $50,000, where the bank participation is at least 
25 percent, and at least half of such participation constitutes new money. 

September 29, 1954: Uniform interest rate of 3 percent on all disaster loans 
approved. Incorporated as amendment to loan policy statement. 


Mr. Barnes. Mr. Chairman, would you like to have me read the 
second one to indicate what the changes in the policy have been? 
— it would be a better idea, as to exactly what the board has 

one. 

Mr. Mutrer. Yes. Before you do that, Mr. Riehlman, you wanted 
to ask a question ? 

Mr. Rreucman. If Mr. Evins would yield. 

Mr. Evins. I yield. 

Mr. Rirutman. With respect to-this-loan policy group composed 
of someone representing the Secretary of Treasury and the Secretary 
of Commerce, in your meetings has there ever been a discussion in 
rl they have objected to your final decision with respect to these 
oans ? 


5 Amended as of September 29, 1954 (amendment 4). 
* Amended as of November 3, 1954 (amendment 5). 
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Mr. Barnes. No, sir. For each meeting I have material prepared 
indicating what the activity has been, what the volume of work has 
been, and the number of applications that have been filed in the re~ 
gional offices, and then we proceed to matters which have been brought 
to the attention of the Board, more frequently by Members of Con- 
gress that write and ask the Board to consider changes im policy. 
I have proposed most of the changes in the policy myself, on the basis 
of these letters or recommendations that we have found necessary 
in the Agency. 

It is hike any other board. Everyone is free to vote. No one that 
dictates my vote, and there has been uniformity, or at least agree- 
ment, on the changes that have taken place, and there have been, as 
I say, I think 15 changes, 12 to 15. 

Mr. Evins. Why don’t you just enumerate them briefly? 

Mr. Barnes. All right. 

On September 29, 1953, the Board established participation charges. 
and fixed interest rates on all loans. 

On October 9, 1953, it amended the first loan policy statement 
dated September 16, 1953, by permitting interest rates on bank-par- 
ticipation loans to be fixed by the participating bank, provided that 
the interest rate on SBA’s share be no less than 5 percent. 

On November 2, 1953, the amended loan-policy statement of Septem- 
ber 16 was amended by prohibiting financial assistance to refinance 
indebtedness due to a Government agency. 

On November 13, 1953, it approved a revised loan-policy statement,. 
dated as of November 16, 1953, which in effect permits all small-busi- 
ness concerns to be eligible for loans as opposed to previous policies 


which, in effect, made rae only essential civilian and defense 


enterprises; it also declared the loan-policy statement of prohibitions 
against loans to recreational facilities, newspapers, churches, and so 
forth, to be applicable only to business loans, thus paving the way 
for the eligibility of such enterprises for disaster loans. _ 

On December 21, 1953, there was an amendment to section 24 of 
the Federal Reserve Act suggested to include SBA in its exceptions. 
Section 24 then included only the loans in which RFC and HHFA 
participate. 

The board also approved amendment 1 to the new policy statement 
by deleting the prohibition of financial assistance to refinance indebt- 
edness due a Government agency. 

I might interpolate by saying that this referred particularly to 
RFC loans which were in process of collection and liquidation. 

On March 1, 1954, it amended the loan-policy statement to permit 
SBA to make loans to veterans at the 414 percent interest rate set 
out under the GI benefits legislation. Previously the loan-policy 
ene had set a uniform rate of 6 percent interest in all direct 
oans. 

On. April 5, it approved a clarifying amendment to the loan-policy 
statement on an eo securing proof of refusal for credit from 
more than one bank. Previously evidence of proof of refusal by one 
bank was required in accordance with usual banking aibeebites. 
The amendment was deemed necessary in view of refusals contained 
in the act. 

On June 28, 1954, authority was delegated to regional offices to 
approve bank participation loans not exceeding $50,000 where the 
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bank participation is at least 25 percent. and at least half such par- 
ticipation constitutes new money. 

On September 29, 1954, a uniform interest rate of 3 percent on all 
disaster loans was approved and incorporated as an amendment to 
the loan-policy statement. 

Mr. Evins. Did I understand you, Mr. Barnes, to state that the 
Loan Policy Board changed the policy which they had initially set to 
make initial loans available to enterprise connected with defense or 
defense-supporting industries, and later on you changed it to allow 
other small business to participate, but at that time you raised -the 
interest rate or let the bank set the interest rates ? 

Mr. Barnes. No, sir. If you will cheek from that, you will see that 
the provision about interest rates, which, of course, relates only to 
participation loans, was fixed along in October, as I recall. The other 
provision was changed in November—November 13. The policy was 
dated November 16, however. 

Mr. Evins. Was it initially the policy of the Loan Board te make 
loans available only to industries connected with defense or defense 
supporting ¢ 

Mr. Barnes. That is right; yes, sir. 

Mr. Evins. I do not believe that was the intent of Congress in 
enacting the law, to make loans available to small business, to restrict 
it just to defense enterprises. 

Mr. Hiwt. That is right. 

Mr. Evins. I believe the chairman will bear me out in that respect. 

Mr. Huu. Yes. That was the understanding. 

Mr. Evins. The Policy Board so restricted it that loans could be 
made available only to defense industries or defense supporting. 

Mr. Barnes. That is right. 

Mr. Evins. And then later they provided that 

Mr. Seecy-Brown. Will the gentleman yield at that point? 

Mr. Evins. Just a moment. 

Then I understand that on the bank-participating loans you allowed 
the banks to set the rate? 

Mr. Barnes. Yes, sir. 

Mr. Evins. You do not have any supervision over that? 

Mr. Roosrvetr. Will the gentleman yield? 

Mr. Barnes. Yes, we do, because in each case it is the bank asking 
us for a participation. We would, of course, have the right to refuse 
if the interest rate was unreasonable. We have found, I think, few, 
if any, such cases, and if we have, we have merely written the bank 
and asked if there was any particular reason for it, and usually we 
have gotten it straightened out. 

Mr. Evins. I recall also that when the spiraling interest rates were 
going up on bonds and GI loans and other type loans—it used to be 
4 percent—you say it has been approved at 414 percent for veterans’ 
loans ¢ 

Mr. Barnes. Yes, sir. 

Mr. Evins. That is to come in line with the general overall interest- 
rate increase ? 

Mr. Barnes. I would like to make a statement on this interest-rates 
thing. 

Mr. Evrys. Go right ahead, Mr. Barnes. 
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I will yield to Mr. Seely-Brown and Mr. Roosevelt. 

Mr. Barnes. It is based on my own experience. And that is that 
there is not a uniform rate charged for business loans across the coun- 
try or even in a community. You have had experience yourself with 
banks and know that a bank will fix its interest rates depending some- 
what on the risk involved, the repayment record of the customer, and 
other credit criteria which they have available to them, involving, 
among other things, the amount of work that they have to do. 

The type of loan, for instance, where you have a number of accounts 
receivable and there is a constant amount of clerical work called for 
on the part of the bank, will in almost every instance in any community 
of the country bear a higher rate than a longer term loan. 

Mr. Evins. In this connection, what variance do you find in these 
bank-participating loans? How high and how low do they run / 

Mr. Barnes. We find them running from, I think possibly the 
lowest is 5 percent and the highest would be 614, perhaps 7 in | or 2 
instances. But we find a variance in interest rates of considerable 
size in various parts of the country. In certain sections of the East, 
for instance, 414 to 5; 514 is an acceptable bank rate. We find certain 
sections of the South and perhaps some sections of the Far West 
where it will vary perhaps 1 percentage point or more higher than 
that. 

Mr. Evins. I yield to the gentleman from Connecticut, Mr. Seely- 
Brown. 

Mr. Sreity-Brown. Mr. Barnes, if my memory serves me correctly, 
was not changing the loan policy one of the very first things you did 
after taking over as Administrator ? 

Mr. Barnes. I believe that the interest rate was done before I was 
made Administrator, and I think that the other change was made 
after I was Acting Administrator, but I had worked on it as general 
counsel, and I certainly do not want to take credit for it myself. 

In other words, I proposed things. These men exercised their own 
judgment. If I can sell my case, I get a change in the policy, and we 
aa not had serious disagreements. Sometimes the loan policy board 
considers something for a month or two before we move into it, because 
a lot of people are affec ted, a lot of offices across the country. 

Mr. Evins. I yield to the gentleman from California, Mr. Roosevelt. 

Mr. Rooseverr. Mr. Barnes, I would be interested to know specifi- 
cally, does the SBA take exactly the same rate of interest as is charged 
by the participating bank ¢ In other words, if the participating bank 
is 7 percent, then the Government takes 7 percent ¢ 

Mr. Barnes. But not less than 5. We do not go less than 5 percent 
in bank participations. We ask that the bank have 5 percent or over. 
The one instance where I mentioned it was less than that, I think was 
in disaster loans. 

Mr. Roosrvett. One of the reasons for that—you mentioned 414 
That is what confused me a little bit. 

Mr. Barnes. In a disaster loan. 

Mr. Roosrveit. Just in a disaster loan? But in anything else, it 
must be at least 5? 

Mr. Barnes. At least 5. 

Mr. Roosrverr. Then if it goes to 8, for instance, the Government 
would take 8, too? 
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Mr. Barnes. As I said, we have a right to accept them. You see, 
a bank participation loan is essentially a transaction between a bank 
and its customer. A man goes into the bank and says, “I want to 
borrow some money and I would like to have an SBA participation 
loan.” The bank works out the term of the loan. They are familiar 
with the program. 

Mr. Roosrvett. Yes. But, Mr. Barnes, what I am trying to get at is 
that there are cases, in other words, where the Government would 
actually be charging a small-business man 7 or 714 percent and per- 
haps even 8 percent ? 

Mr. Barnes. Well, it would be possible, but those instances rarely 
happen, not more than a dozen times. 

Mr. Roosrver. Could you tell us roughly what you think the aver- 
age interest rate is on the 800 nondisaster loans? 

Mr. Barnes. I would say the average rate would be 5—I would say 
a fraction of a point under 6 percent, just a fraction of a point under 6. 

Mr. Roosrvett. Thank you, Mr. Barnes. 

Mr. Barnes. The great majority of them are at 6. 

Mr. Evins. I have a few more questions, Mr. Chairman. I do not 
wish to monopolize the time, but I have several questions. 

Mr. Mutrer. May I suggest that as any member who is addressing 
questions brings up a particular subject, in view of the wide field that 
is covered by the Administration, that we then address all our ques- 
tions to that, each member address his questions to that point. For 
instance, we are now on the loan problem. Let us exhaust the mem- 
bers’ questions and counsel’s questions on the loan program. Is that 
agreeable to the committee ? 

Mr. Rreniman. Yes; fine. 

Mr. Hix. Then I have a question on the loans. 

Mr. Mutter. Mr. Evins, are you through with the loan problem ? 

Mr. Evins. No; not altogether. 

I feel that if you permit the banks to roake all the loans, then there 
would be no necessity for you to have a revolving fund. You are 
not making loans yourself. You state here on page 4, that considera- 
n is being given to providing an additional sum for the revolving 

und. 

My question is, how much? How much increase do you need in the 
revolving fund? If you continue the policy of letting the banks 
make all the loans, probably you will not need any. 

Mr. Enates. Mr. Evins, I might suggest that when we make a loan 
with the bank, we are still liable for the commitment, because even 
on a deferred participation, you could not tell just when the bank 
would call on you. So we are required to have a commitment when 
we make a deferred participation loan. 

Mr. Evins. In view of the vast number of applications that have 
been filed with your agency, do you feel that the revolving fund should 
be increased at the same time as we reenact the law ? 

Mr. Barnes. Yes, sir. 

Mr. Evins. How much? 

Mr. Barnes. There is presently before Con a recommendation 
for an increase in a supplemental of $10 million. We now have a 
total of $75 million or $80 million. 

Mr. Enetes. $80 million. 
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Mr. Barnes. $80 million; and $10 million in a supplemental act at 
this time. 

Now, of course, as I mentioned a few minutes ago, before you invite 
me back, I will make further recommendations on the amount that I 
believe should be included for the the year 1956. 

Mr. Evins. But this is at the present time $80 million? 

Mr. Barnes. Yes, sir. 

Mr. Evins. And you feel that a minimum of another $10 million 
should be added to the fund ? 

Mr. Barnes. To get through June 30. 

Mr. Evins. I think 70 percent—— 

Mr. Barnes. If you will excuse me, Mr. Evins, your last question 
I did not fully answer, and I would like to. 

Mr. Evins. Go right ahead. 

Mr. Barnes. As to whether or not these bank loans are of benefit 
and whether the Government is justified in entering into them, in 
many instances, not all, of course, but in many instances these banks 
are in small cities with lending limits that are definitely fixed by State 
laws or by Federal laws, and the bank cannot make the loan itself, 
and is very likely then to get in touch with its correspondent banks, 
which may be obligated, and have its loans fully committed, and so 
the loan will not be made unless some provision of this sort is available 
in the law or available through some type of program. 

We have prepared here a list of the banks that have entered into de- 
ferred participations with us, with, also, their capital and surplus, 
which indicates the size of the banks that are in this and have partici- 
pated in this program. It is rather voluminous and there are some 
large banks. There are some banks that have participated in loans 
with us, I think not so much because it was necessary, as to show that 
they approved of the program. I think it might be informative to 
the committee if you had a list of these banks that have participated, 
which indicates, furthermore, the size of the banks. 

Now, I do not know that it would be worthy of, and perhaps the 
banks would prefer that you would not reproduce them in your report. 
But I think it would be very informative to the members of the com- 
mittee. 

We furthermore have a schedule here which we have prepared using 
this list of these banks. It is possible to compute their lending limit, 
you see, by knowing what the State law is. So we know whether or 
not the bank could or could not have made the loan. So we have 
another second list which indicates tiie amount that was supplied. 

Mr. Evins. You have this broken down by States so that it is 
diversified all over the Nation ? 

Mr. Barnes. Yes, sir. 

Mr. Evins. Mr. Barnes—— 
ae Barnes. I beg your pardon, sir. I think you would be interested 
in this. 

The second list indicates those situations, I think also by States, in 
which the loans exceeded the amount of the bank’s lending limit, so 
that this committee can tell the exact amount of credit that was made 
available to small business through this program that would not 
otherwise have been made available. 
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Mr. Mvuwrer. These three statements will be received by the com- 
mittee for its use, but at this time will not be made part of the public 
record. 

Mr. Barnes. All right, sir. 

Mr. Evins. Mr. Chairman, 1 or 2 further questions. 

You spoke earlier about 8,000 applications and then you indicated 
that you had caught up with your backlog and you were now current 
on applications for loans. 

How many applications would you say have been filed all together 
since the creation of the agency ? 

Mr. Barnes. I believe I indicated there, 5,821. 

Mr. Evins. 5, ae applications. And you are now current / 

Mr. Barnes. I indicated that we had a backlog of as many as 800 
applications at one time. We consider ourselves to be current when we 
have about 350 in the system. 

We have had that many since October, but it took, as I indicated, 
work on weekends and at nights on the part of the regional directors 
und other emplovees. 

Mr. Evins. Now, other than these bank participating loans, how 
much disbursement has there been by the SBA, in a round figure: 
approximately ? 

Mr. Hanna. On direct loans? Is that the question ? 

Mr. Evins. Well, I guess you would include your disaster loans in 
that, too. But I would be glad to have them separate. 

How much disbursement has your agency made, not considering the 
bank participating loans, in actual funds disbursed ? 

Mr. Hanna. On February 15, the SBA on direct loans had dis- 
bursed $9,503,898. 

Mr. Evrns. Does that include your disaster loans ? 

Mr. Hanna. No. That is business loans, direct loans. 

Mr. Evins. $9,500,000? 

Mr. Hanna. On immediate participation loans, the amount dis- 
bursed by SBA, as of February 15, is $5,635,924. 

On deferred participation loans, SBA had been called on to pur- 
‘hase only $567,786 from the banks. 

Mr. Evins. Thank you very much. 

Mr. Hanna. One other item. On disaster loans, which I did not 
mention, we had disbursed $3,041,550. 

Mr. Evins. That is all at the moment, Mr. Chairman. 

Mr. Hii. I have a question. 

Mr. Muvrer. Mr. Hill. 

wre Hitt. My question isthis: In looking over your report on loans, 

. Barnes, we are quite exorcised by the fact that we noticed in 
ertain areas—and this is not criticism: this is just a thought we had 
in mind after we, by “we,” meaning several members of our staff—we 
concluded that in certain areas your loans have been functioning 
extremely well, and then we looked at other sections and we discovered 
that they are not making any loans. Now, from just a causual glance 
at it, you conclude immediately that the director in that particular 
urea was not interested in loans. 

Now, frankly, it seems to us that in some areas probably you hed 

lived up to all the expectations that we had on making loans and 
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then you move over into another area and you have not done anything. 

Now, what is the answer to that? 

Mr. Barnes. Mr. Hill, I do not believe that would be the conclusion 
to be drawn. Of course, some type of loans continue to come in to 
Washington for action. But that is not the answer, either. But the 
situation is that no loan can be declined in the agency without action 
by the Administrator. If anybody declines a loan, I decline the loan 
when it gets in to Washington. And so we have a constant review 
to be sure that the feelings of one regional director, whether he is 
conservative, or his feelings about loans, do not affect the ability of 
citizens in that area to obtain loans. 

There are other reasons. Now, in some areas there are concentra- 
tions of manufacturing industries, the type of industries that can 
apply for a loan and offer the required collateral and usually have 

in earnings record to support their application for a loan. Other areas 
of the countr y are more agrarian and have less of that type industries, 
and therefore in all likelihood just do not make as many applications 
there would not be as many inquiries. 

In some areas of the country I think that there is more of a surplus 
of capital available in banks for lending business than there is in 
other areas of the country. I would draw those conclusions rather 
than that it was the activity on the part of one regional director. 

Mr. Hutz. Now, let me ask another question. ‘How do you get the 
information? If an area director was careless and indifferent about 
getting his own applications to you, what resources do you have here 
at Washington to find out what is going on back in the field? We are 
just assuming that this director in that area was not interested in get- 
ting loans. And how are you going to find out whether he has or he 
has not? How do you? 

Mr. Barnes. All right, sir. We have within our financial assistance 
staff in Washington a group composed of, I think, 2 or 3 men whom 
we send around to the field offices and who go in and review in detail 
the activities of that office on loan applications, both as to the com- 
pleteness of the applications that are filed—all of the inquiries that 
have been received in the office are reviewed, and they end by sitting 
down with him and making a critique, which they give to him, and 
then give a copy to us in Washington, if any changes would be made. 

In the first place, we regard that ever yone has a “right to file a loan 
application with us if they so desire. Now, if it involves an applica- 
tion that is contrary to our policy or if the credit criteria are so un- 
likely to have favorable action by the agency eventually, we, of course, 
point out those facts to them and encourage them not to pursue it to 
completion unless they insist upon it, because it merely involves a lot 
of processing time. However, if they insist upon it, we do process it 
through, and the loan is eventually not declined until it has been looked 
at all the way through and I have a look at it myself. 

Mr. Hin. Now, [ have about two more questions, Mr. Chairman. 

That still does not get to the point I am driving at. Here is the 
regional director. What is your plan here in Washington in order 
to put your finger on this regional director and to keep him from dis- 
couraging applic: ations ¢ 
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Now, I am afraid I can put my finger on a regional director that is 
doing that. I am not sure who is doing it. What I am driving at is, 
how are you going to know here at Washington that, when a small- 
business man who is a good risk decides to make an application. So 
when he goes out to make the application, in place of being friendly, 
this loan official listens to all he has to say and then says, “Well, there 
is no use of your making an application.” 

In other words, he discourages the businessman immediately. Now, 
I happen to have some first-hand information, and it has bothered me 
no end, where that has actually happened. How would you get an 
application and when would you know it was a good loan and you 
never even get to see it? How do you handle a situation like that? 

Mr. Barnes. Well, if we find out about it 

Mr. Hitz. But how would you find out about that? That is the 
question I am trying to find out. 

Mr. Barnes. Ordinarily the man might get in touch with his Repre- 
sentative in Congress and let us know. 

Mr. Hix. Well, we get plenty of mail without going out after any. 

Mr. Barnes. He might write to me directly. 

Mr. Hitu. We get plenty of mail, do we not, Mr. Roosevelt ? 

Mr. Roosevett. Plenty. 

Mr. Hitx. As I say, my questions are friendly. What I am trying 
to find out is the SBA getting out into the area and, finding out what 
the business condition is. Maybe it is because you haven't got the help. 
Maybe it is because you haven’t got the right kind of help. Maybe it 
is because you are not organized correctly. I am not finding any 
fault. I am just saying, it appears to me, and I happen to have in 
mind some applications that I think should have been processed. 

Mr. Barnes. Mr. Hill, as you know from your former experience as 
chairman of this committee, we have made changes in regional direc- 
tors where we have found it was necessary. Weseta policy and expect 
a certain reception to be given the public, and that this loan program 
be made effective. If we find out that there is not compliance with 
that, we give warnings, like anybody else would, and we then insist 
that opportunities s be given for the applicant to refile the application. 

You see, many, many times we will hear that a man believes he 
should file his application. We write him back. We will write him 
from Washington or we will write to the field office and direct them 
to go see him, communicate with him, and ask him to file his applica- 
tion, so that we can have a look at it. And I think in almost every one 
of those situations, it is eventually uncovered. It is eventually devel- 
oped if there is not adequate service being given to the public, and 
if you have any specific cases, I will invite you to let me know about 
them. 

Mr. Hix. Well, I certainly will. But what I am driving at, of 
course, is the fact that in some areas the loan program seems ‘to have 
practically come to a halt or never even got off the ground, and in 
other areas you have made a good many loans. 

Now, your own report shows that very thing, and I was trying to 
put my finger on the res _ for it, and I have not come up with a sat- 
isfactory answer as yet. I shall be glad to go over those areas with 
you, because I wondered sometimes if it was the banks discouraging 
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these small-business men and actually encouraging them to get out 
of business. 

Mr. Barnes. Well we, of course, many times see that in areas 
where businessmen inquire about loans, they may even get so far as 
to file applications. 

But under our program, when, as we are required to under the 
law, we refer them to the bank, the bank will end up by taking the 
loan itself. And in those situations, the purpose of the | law has been 
met. 

Mr. Huw. That is right. 

Mr. Barnes. The man has obtained his credit. And we don’t feel 
that he has received any less service from us. Frequently we have 
helped him to assemble the credit information that 1s necessary for 
him to get a loan and suggested to him a way to present it that is 
found acceptable by the bank. We do that in counseling in these 
regional offices, and have a surprisingly large number of cases which 
are documented; careful records are kept ‘of them which result in 
loans where the man has come in and sought a loan from us, but his 
action, together with that of our people, eventually results in his get- 
ting a loan from the bank. 

Mr. Hiri. Of course, that is a compliment to your organization. 
There is no disservice there. You have done your job anyway. If 
your influence has brought about local financing, 1 think we have 
served our purpose. 

Mr. Barnes. I brought with me some specific instances of cases 
where that type of financial counseling has resulted in a com- 
plete solution of the financial difficulties of the small-business man 
without any Government funds being involved at all, and I would 
like to produce that for the committee, if you would be interested 
in reviewing typical cases—and I assure you that we have statistics 
indicating many more of the same type. 

Mr. Hitz. I am through, Mr. Chairman, with one statement, and 
that is this: I think you should follow these local directors a little 
closer and see that just because they turn down a loan, that is no 
reason it is not a good loan, because I am positive in my own mind 
that there have been some leaders in this organization that have put 
a damper on financial assistance rather than trying to help. They 
have really said to him, “Well, now, you had better not make this 
application.” 

Mr. Barnes. You understand that if he files his application, then 
it will not be turned down in the field. 

Mr. Hitz. They discourage him from filing it. That is what I am 
trying to say. And therefore you never get that information at all. 

Mr. Rreutman. Mr. Chairman, right along that line, I wonder if 
Mr. Barnes, the Administrator, would explain to the committee a 
little bit more about the authority that they have delegated to the 
regional offices in making these loans, which, if my thinking, and the 
information that I have is correct, certainly would be an encouraging 
and a helpful thing in granting small loans in these regional areas. 
I am not so sure that the committee members are completely familiar 
with it, and I would like, if it is permissible, Mr. Chairman, to have 
him give us some more information on that. 
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Mr. Muvrer. Before you answer that, let us dispose of the item 


that he handed to us. There are no names given on this document ? 

Mr. Barnes. No. 

Mr. Mvuurer. No names of individuals or applicants? 

Mr. Barnes. No. 

Mr. Muurer. So this can be made part of the public record ? 

Mr. Barnes. It can be made part of the record. 

Mr. Murer. Then we will make this document part of the public 
record, which Mr. Barnes has submitted, and which is entitled, “Ex- 
amples of Financial Counseling.” 

(The document referred to follows:) 


EXAMPLES OF FINANCIAL COUNSELING 


The Small Business Administration, through offering advice and counsel on 
financial problems, facilitating transactions with private lending institutions 
and in providing other specialized services, has been able to assist many small- 
husiness concerns. Exactly how many have benefited from the program is not 
known since the results of any advisory service is difficult to measure. On the 
other hand, many concrete examples of aid provided indicate that the benefits 
of the program are far reaching: 

1. A small woodworking concern in New England made application for a loan 
of $1,000 for 3 months to complete a contract to manufacture wooden boxes. 
His local bank had declined the loan although there appeared to be ample 
security and earnings. An SBA financial specialist reviewed the application 
With a bank about 15 miles from the applicant’s place of business and made all 
urrangements for the bank to grant the loan. 

2. A Midwest bank filed a $110,000 application for an SBA 75 percent deferred 
participation in a loan to a dry cleaning and laundry concern. After discussions 
with the bank the application was withdrawn and the bank made the entire 
loan, to the satisfaction of all concerned. 

3. A west coast concern applied for a $50,000 loan, part of which was for debt 
retirement, part for new equipment, and the remainder for working capital. 
After several discussions with the bank of account by one of our financial 
specialists, a mortgage loan and an open line of credit were made available 
ly the bank, thereby solving the concern’s financial problem. 

4. A loan applicant in Kentucky received his financing through an insurance 

company ($70,000) due to the efforts of one of our financial specialists. 
5. A southern canning concern, as a result of SBA counseling, was able to 
urrange an additional bank loan by obtaining a mortgage loan on its real estate 
and a working capital loan, secured by a pledge of warehouse receipts, whereas 
both types of collateral had heretofore been required in connection with the 
company’s more limited borrowings which had become inadequate to handle 
increased volume. 

6. Through SBA counseling, a company in West Virginia was able to secure 
the financing needed for expansion from a local bank and sale of stock to some 
500 local residents. This town was in a distressed labor area and the expansion 
of this firm will provide employment of from 20 to 50 additional persons. 

7. In our Atlanta regional office during September 1954 three cases of good coun- 
seling in the preparation of loan applications by our financial specialists resulted 
in banks making each loan in its entirety. Two of the concerns, located in 
Georgia, obtained loans of $45,000 and $70,000; the other one, located in Florida, 
obtained a loan of $150,000. 

8. A concern in Michigan needed funds for delinquent Federal excise taxes. 
It Was suggested that a plan for the liquidation of the taxes be submitted to the 
Director of Internal Revenue. We have since learned that an equitable plan 
has been arranged without the need of outside financing. 

9. A Texas bank wrote an applicant that it was the bank’s policy not to par- 
ticipate in Government loans. After a thorough review of the case and discus- 
sion with the bank officials by an SBA representative, the bank made the $20,000 
on a deferred participation basis—25 percent bank, 75 percent SBA. 

10. An Oregon industrial association with 47 members was endeavoring to help 
a wooden-toy manufacturer establish a plant in their city. The toy concern was 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 35 


in need of $15,000 loan, which the local bank was unable to make. After the 
SBA counseled with the association members and pointed out how each of them 
would profit from establishment of the plant in their city, the members decided 
that they would make the needed loan to the manufacturer to be secured by 
chattel mortgage on his equipment and his personal guaranty. 

11. A Minnesota manufacturer of farm machinery, attachments, and snow 
plows was forced to find new quarters. No satisfactory leased premises were 
available and the company did not have the financial strength to construct a 
new building. Through suggestions made by our financial specialists, a develop- 
ment company which had been dormant for approximately 3 years raised the 
necessary funds, constructed a building and leased it to the concern in question. 
This action enabled the company to stay in business without the crippling burden 
of indebtedness beyond its ability to repay and continue to furnish local 
cmployment. 

12. A concern in Minnesota, which needed funds for operating purposes and 
which was heavily extended on real-estate holdings, was induced to liquidate 
some of the real-estate holdings which were not essential to the business and 
thereby acquired needed operating capital. 

13. A bank in Missouri applied for a deferred participation loan in the approxi- 
mate amount of $43,000. Additional information was required before the appli- 
cation could be processed. As a result of the request for additional information 
the bank developed certain facts which permitted them to resubmit the applica- 
tion to their loan board, which resulted in the loan being made by the bank 
without Government participation. 

14. An applicant in Tennessee desired funds for the purchase of a single item 
of equipment. Just subsequent to the discussions with the regional office the 
applicant disposed of two pieces of equipment. Upon reviewing the situation 
with the applicant, it was suggested that the funds received from the disposition 
be used in part payment of the purchase price of the new equipment. This was 
agreed to, and the case was reviewed with applicant’s bank of account, who, 
based upon this arrangement, agreed to provide the necessary additional funds, 
thereby eliminating the need of requesting SBA financial assistance. 

15. A distributor of automotive equipment who had collateral only in the 
form of receivables was directed to a concern specializing in handling this type 
of financing. SBA has been advised that the financial assistance sought from 
us has been obtained from that source. 

16. A manufacturer of laboratory and testing equipment engaged 100 percent 
in defense work conferred with SBA relative to obtaining financial assistance 
for the purpose of paying back to some of its large stockholders approximately 
$150,000 of funds advanced by the stockholders for working-capital purposes. 
This manufacturer was directed to the representative of a private lending pool, 
where successful negotiations were conducte’!. 

17. A greenhouse was found to be ineligible for a loan from SBA. An SBA 
financial specialist contacted the applicant’s bank, which indicated a willingness 
to help if possible, but sought our advice as to the means by which a loan could 
be made. This advice was given. The bank then granted a loan along the lines 
SBA had suggested, affording a portion of the funds needed. Since this loan 
did not suffice for all requirements, we then suggested to the greenhouse operator 
that he seek an increase in his real-estate mortgage (in view of an apparent 
equity warranting such increase). Upon our advice, this was done, and the 
mortgagee agreed to increase the outstanding mortgage loan of $6,821 to $9,000, 
thus taking care of the aforementioned needs. 

18. A manufacturer of cosmetics had a mortgage loan which was paid down 
to $67,000, but needed an additional $100,000 loan for working capital. Build- 
ings and land were appraised in excess of $600,000, so that a new loan of the 
total would be amply secured. SBA referred the manufacturer to several insur- 
ance companies which were interested in making well-secured loans, and an 
insurance loan was negotiated. 

19. A manufacturer of metal furniture required $30,000 for working capital 
and expansion of facilities. Such a loan would have been amply secured by 
fixed assets, and a bank was agreeable to a 25-percent participation. SBA 
suggested that this loan might be either bankable on a long term or private 
inancing might be available. The applicant was successful in making a loan 
With an individual at 6 percent interest secured by a mortgage on fixed assets. 

~0. A small town has interested a large company in locating a factory there, 
provided a factory building will be constructed for the company, under a lease 
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with purchase option. SBA explained that a loan to the large company would 
not be eligible because of the number of its employees and that a loan to an 
investment real-estate holding would also, most likely, be ruled as ineligible. A 
suggestion by SBA that life-insurance companies and others might be interested 
and should be contacted was followed and negotiations have been started to 
finance the project. 

21. An inquiry was received from a printing firm for a direct loan of $5,000 to 
be used for acquiring capital equipment to perform a sizable contract for its 
State government. The firm had unencumbered fixed assets amounting to ap- 
proximately $10,000 appraised value, and the new piece of equipment would 
bring the value to a total of $15,000. Thus, the ratio of collateral offered to 
secure the loan was 3 to 1. The SBA representative, together with the applicant, 
reanalyzed the situation to make his application more attractive to the banks. It 
was suggested that the businessman reapply to the banks, offering again his 
fixed assets to secure the $5,000 loan, together with the assignment of his con- 
tract which it was estimated would net him in excess of the $5,000 needed. It 
Was also proposed that the loan should not exceed the duration of the contract. 
This new proposal was acceptable to the local bank. 

22. A sawmill company, with assets in excess of $450,000, was in financial 
difficulties. This is due in part to the excess costs over estimates of erecting the 
saw and planing mill, installing roads, purchase of machinery, etc. Acting on 
SBA’s suggestion, the management contacted a lumber company which needed 
substantial amounts of pine to supply the needs of its retail outlets. This re- 
sulted in cash orders sufficient to relieve temporarily the company’s distressed 
condition. 

23. A World War II veteran, who is a veterinarian, had established a lucrative 
business after the war. He constructed and equipped a veterinary hospital in 
1952 at considerable expense, obtaining a mortgage on the real estate and pur- 
chasing considerable equipment on conditional sales contracts. His earnings 
enabled him to meet his fixed obligations until he was recalled to the service in 
1953. Although the hospital was released to another operator, total income was 
reduced to a point which strained the owner’s ability to continue monthly in- 
stallments and also retire the trade accounts payable. He therefore sought an 
SBA loan to consolidate all his debts. Upon exploring the details of the in- 
debtedness, SBA arranged (with the consent of the veteran, who is stationed at 
a distant base) with the local mortgagee of the real property for a moratorium 
on the mortgage payments. Also, all the pressing obligations on the equipment 
were consolidated, with our assistance, into a bank loan within the veteran’s 
ability to repay. 

24. A small wholesaler of upholstery fabrics in California found that the 
short-term credit provided by its bank did not enable it to carry the required 
inventory to meet competition and supply the demands of its customers. A Small 
Business Administration financial specialist proposed that field warehousing be 
obtained and assisted in arranging for bank financing based on warehouse 
receipts. 

25. A concern in the Chicago region was faced with maturity on a mortgage 
loan from a private financial institution. A financial specialist was successful 
in arranging for a 5-year extension. 

26. A manufacturer in Maryland was refused a substantial military contract on 
which it was low bidder because of a question of financial competence. A Small 
Business Administration representative was successful in arranging private 
financing for the company, which qualified it for the contract. 

27. A crab canner in Alaska needed funds for the purchase of gear to be loaned 
to crab fishermen. A plan was proposed and successfully put into effect for the 
sale of the gear to the fishermen, with payment derived from a percentage of the 
purchase price of the crabs they delivered. Under this plan, the local bank 
furnished the necessary financing for the equipment. 

28. Because of adverse market conditions, a produce company in Idaho was 
unable to repay a substantial short-term loan obtained from a bank to equip 
a new building. Current liabilities also exceeded the company’s current re- 
sources. A proposal was made and arrangements successfully concluded to 
obtain a standby from a large proportion of the current creditors and an exten- 
sion on the bank loan until the 1954 harvest, when the financial picture is expected 
to improve. 

29. A man and his wife in the Philadelphia region had been refused a loan by a 
savings and loan association to construct a tailoring and cleaning shop on land 
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owned by them. The declined loan would have amounted to almost the full cost 
of the building. The Small Business Administration financial specialist proposed 
the construction of a less costly building, the injection of further capital in the 
business, and the inclusion of other income property in the collateral to be 
pledged. The savings and loan association then made the loan. 

30. With the help of a financial specialist, a Cleveland area company producing 
die castings negotiated a bank loan of $10,000, secured by machinery and equip- 
ment, and an additional line of credit of $30,000, to be secured by accounts receiv- 
able. This was the last step necessary in sctting up a workable financial program 
of a company which had been overexpanded in fixed assets and burdened with 
debts. 


31. The owner of an airplane parts and assembly business needed working 
eapital. After a thorough review of the firm’s financial statements, an Agency 
specialist concluded that if some additional funds could be raised privately, a 
bank which was known to be cooperative in making small business loans would 
probably be interested in a direct or participation loan. Asa result, some private 
funds were raised and a 3-year bank loan of $125,000 was made on fixed assets 
without the need of Small Business Administration financial assistance. 

Mr. Mutrer. Now, if you will, Mr. Barnes, you will try to answer 
Mr. Riehlman’s question, please. 

Mr. Barnes. Last June we delegated to these regional directors 
authority to approve loans up to $50,000, where the loans were in 
participation with a bank and where the bank had advanced at least 
25 percent of the loan, or where they took at least 25 percent participa- 
tion, half of that being new money. 

Mr. RieuimMan. May I interrupt you at this point, so that we could 
understand that completely ? 

Mr. Barnes. Yes, sir. 

Mr. Rrentman. He could loan up to $50,000 if the bank took 25 
percent ? 

Mr. Barnes. Yes, sir. 

Mr. Rreutman. Now, that would be where the bank had already 
made a loan to this company up to $12,500, and they put in $12,500 


— 


additional new money, showing their faith in the loan being good, and 
willing to take the risk ? 

Mr. Barnes. Yes, sir. 

Mr. Rreniman. Is that correct? 

Mr. Barnes. That is correct. Perhaps a better description of it 
would be that instead of “new money” we should say “additional 
exposure by the bank.” 

Mr. Rrentman. I will let you use the terminology. 


Mr. Barnes. I used “new money,” and some of the banks object to 
the words. 


Mr. Rreniman. Surely. 

Mr. Barnes. But it does give assurance that is not a problem loan 
that is being turned over to us. The bank has faith in the borrower 
and his credit background, and the regional director has full authority 
to pass that loan in the field without reference to Washington. 

Now, if he declines the loan, he cannot turn it down in the field. 
He has to send it in. to us. So we continue to give the borrower the 
advantage of an additional review in here. 

But my impression from working with this is contrary to Mr. Hill’s, 
in that I have found these re anes directors most anxious to exercise 
correctly their authority. Their appointment indicates confidence 
in them, and they are perfectly willing to exercise it. 
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Mr. Rirutman. I was inclined to come to the same conclusion, and 
[ do not want to disagree with my good friend Mr. Hill in that respect. 
But I have had some experience. 

In New York City we have the large regional office, and in my city 
of Syracuse we have a suboffice. I guess that is what they call it. 
And'I know that a tremendous number of people have been in there 
for information, and loan applications have been made. 

My own interest in asking that question was to try and bring out 
more clearly before the committee what have been the results and 
what your attitude is toward that type of delegation of authority in 
these loans, and if you have any other thoughts along that line that 
you would like to give the committee. 

Mr. Barnes. Well, I am sure that anyone that works for the Small 
Business Administration knows my views about loans, which are that [ 
believe our obligation is clearly set out in the law, and I have the 
responsibility of  administeri ing the law, and I am entirely sympathetic 
with the purposes and intents ‘of the law. I am as anxious to make a 
good loan as anybody. I believe that you only have to be in a loan 
program a while and see some of the results of a loan to feel that that 
is a worthwhile activity and one that you should study with care in 
all cases to see if you cannot make the loan if it is a proper loan 
to be made. 

At the same time, I am not anxious to make poor loans. I am not 
anxious or inclined at all to make a loan that is not going to be repaid. 
I am aware that taxpayers’ funds are involved, and we want to help 
concerns that will be able to repay the loan and be able to grow and 
expand in the process. 

Mr. RrenumMan. Do you not think, Mr. Barnes, that the delegation 
of this authority to make the loans at the regional offices has been 
advantageous to these small-business men? Has it encouraged them 
to come in and request loans / 

Mr. Barnes. I do. 1 think in all the instances where it has been 
possible to use it, it has enabled us to give a quicker answer, both to 
the businessman and the bank. In the meantime, it has partially 
enabled us to work off our workload in Washington, and I think it 
has been a desirable activity. I have no thoughts not to give addi- 
tional delegation when and as the field offices know that they are exer- 
cising the previous delegation in an acceptable fashion, and we con- 
stantly review that as to what we might do. 

Mr. Rirentman. That is the question I was going to ask you—if you 
had any intentions of doing that. 

Mr. Chairman, I think that is all I have on the loan question. 

Mr. Muurer. Mr. Seely- Brown ? 

Mr. Seeiy-Brown. | would like to ask some questions, Mr. Barnes, 
in connection with the question which Mr. Roosevelt raised earlier 
regarding interest rates. 

The interest rate figures which you quoted in response to his ques- 
tion, as I understand, referred to business loans in which there is a 
bank participation. 

That was the basis of your question ; was it not? 

Mr. Roosrverr, That is right; yes. 

Mr. Serty-brown. 1 wonder if you can advise the committee so 
that we can complete the record regarding the interest rates which are 
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charged for disaster loans, and also indicate whether you have divided 
disaster loan interest rates, if you will, into two ¢ ategories: those for 
homes and those for business. 

Mr. Barnes. All right, sir. First, I will finish as to business loans. 
Direct loans that we make are made at a 6-percent rate, standard and 
uniform across the country. 

Mr. Srecty-Brown. Are those long or short term ¢ 

Mr. Barnes. They would all be ¢: ‘alled term loans. The maximum 
is 10 years under the law. The average term of ovr loan has been 
around 6 years—less than 6 years. 

On disaster loans, originally we did have them segregated into two 

arts: Home loans, which were made at a 3- percent rate, and which 
could be made under the law up to 20 years; business loans, which 
could be made for a term of 10 years, and they were made at a 5-percent 
rate. However, as we got deeply involved in disaster loan programs 
this fall, as a result of these hurricanes in New E ngland, since these 
are loans that are actually going to be repaid, we felt that a ch: ange 
should be made, and they should all be put on the same basis. 

The loan policy board concurred, and a standard rate for disaster 
loans was fixed at 3 percent. 

Mr. Srery-Brown. And could a business get a disaster loan at 3 
percent for 20 years? 

Mr. Barnes. No, sir; 10 years. 

Mr. Seety-Brown. Three percent for a business loan for 10 years, 
and for a home loan to repair damages to a house, for 20 years ¢ 

Mr. Barnes. Up to 20 years. 

Mr. Srety-Brown. A home loan was provided only to repair and 
bring the house back into the shape in which it was prior to the 
hurricane ¢ 

Mr. Barnes. That is right; yes, sir. Of course, that usually re- 
sulted in perhaps some improvement, because there was new paint 
and repairs. 

Mr. Seety-Brown. Obviously. 

Mr. Barnes. And when a house was totally destroyed, it would 
result in a new house. But that in general is our purpose, not to 
improve, but merely to replace and rehabilitate. 

Mr. Seery-Brown. Thank you, sir. 

That is all, Mr. Chairman. 

Mr. Murrer. Mr. Barnes, if you will bear with us, I did promise 
we were going to adjourn at 4 o'clock ; but we will try to be faithful 
in opening on time, but not too faithful in running overtime, so that 
we cannot try to finish up some of the matters immediately before us. 

I would like to permit Mr. Roosevelt to interrogate you. 

Mr. Roosevett. I have just one more question, “Mr. Barnes. The 
background of it is that in my limited experience, I think that small 
business has more difficulty repaying loans than perhaps big business 
would have. 

What is the average maturity of your nondisaster loans? 

Mr. Barnes. An average term of less than 6 years. 

Mr. Rooseverr. An average term of less than 6 years. Have you 
any thought that perhaps one of the reasons of the difficulties of 
people coming in and securing loans is because they are afraid they 
(lo not have long enough to repay it? 
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Mr. Barnes. Mr. Roosevelt, in almost every case there is usually 
involved, to an extent, current obligations which the borrower seeks 
to amortize over a longer period, consolidate them and amortize over 
a longer period. 

Perhaps his present obligations are for 2 years, or less, or maybe 
a year or less, and he sees an opportunity to consolidate his obliga- 
tions and build an extension to his plant and perhaps some working 
capital that he sees a specific reason for, and is able to offer the 
collateral and security that is necessary and adequate to secure the 
loan and has an earnings record that will support it, so that when 
we say a 6-year loan, and an average of 6 years, that means that 
there are many that are over 6, and that there are some that are under 
6 years. 

It is just that the average has run less than 6 years. We do not, 
of course, try to extend it to a period that is unreasonable. [If it is 
possible from his earnings to ascertain that he can pay it within a 
certain period, we try to and he agrees that it should be paid off as 
promptly as possible. 

Mr. Roosrveitr. You do not just accept the period of time set by 
the participating bank. For instance, if the participating bank had 
set it at 5 years, would you enter negotiations with them if you 
thought it would be better for 7 years or 8 years? 

Mr. Barnes. Yes, sir. 

Mr. Roosevett. You would. Thank you. 

Thank you, Mr. Chairman. 

Mr. Mutrer. Just a few questions to clear a few things up, Mr. 
Barnes, before I ask counsel if he has any questions. 

I think you failed to mention anything about veterans’ loans. You 
do make loans to veterans, do you not? 

Mr. Barnes. Yes, sir. 

Mr. Muurer. And do they carry a special rate of interest ? 

Mr. Barnes. They do, because the veterans’ law itself requires that. 
As a matter of fact, they have to meet the same credit criteria under 
our law that anyone else does, however, and it results in our getting 
as part of the security for our loan a guaranty from the Veterans’ 
Administration. 

Mr. Muurer. Are those loans uniformly made at a 414-percent in- 
terest rate? 

Mr. Barnes. That is right; yes, sir. 

Mr. Mutrer. It is my recollection that as a result of the hearings 
that this committee conducted throughout the country in executive 
session, we recommended that you make a change of interest rate. 
At that time you had a uniform interest rate throughout the country 
for all loans. I thought that one of the things the committee had 
tried to make clear was that in certain parts of the country your inter- 
est rates were higher than the local rate, and what we had in mind— 
I know what I had in mind—was not to have uniform rates but to 
meet the customary local rates, and that you should not charge more 
than was being charged in any locality. 

Now, it appears that what you have done is not to adjust them to 
the locality or the region, but you have adjusted them upward for 
the entire country. 
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Mr. Barnes. No,sir. This has not been our intention. Our inten- 
tion was by having the bank fix the rate in a participation loan, that 
does conform to the local custom. If the bank charges too much, 
the borrower will go across the street to another bank. 

But on the loans themselves, we felt we should have a standard rate. 

I think that the experience would be extremely unpleasant if in 
one congressional district you could get a loan at a certain rate, and 
in another one at something else. 

Mr. Muturer. I can understand 

Mr. Barnes. And I believe that on the direct loans we felt that we 
should have a standard rate, that it should not be competitive with 
bank rates; we should not make it more attractive to obtain a Gov- 
ernment loan than to obtain it from the private banking system, but 
that we should have a standard rate across the country. 

Mr. Mutrer. I think the committee agrees that you ought not to 
compete with local banks on the rate of interest; you should not hold 
out any inducement to the small-business man to come to your agency 
to get a loan just to save 1, 2, or even 5 percent interest. I do not 
think you can get quite that differential. But whatever the differen- 
tial is, I do not think any of us wants your agency competing with 
the local bank that way. But we did find that your uniform standard 
rate was higher in some communities than the banking rate, and we 
felt that that was not right, and that you ought not to impose a rate 
higher than the local, regional rate. 

I do not mean a competitive rate, where one banker will say, “Well, 
I will take your loan for 314”, and the other bank will say “4.” 

But I think Chicago was one of the areas where the bankers came 
in before our hearing and told us that their rate was lower than your 
standard rate, and they had to meet your highest standard rate to 
participate. I am drawing on recollection. That may not have been 
the region, but I think it is. 

Mr. Barnes. I do not really see how that could be, you see, because 
on the participation loans, all we do is set a minimum of 5 percent, 
so that we would be guided pretty much by the local rate. 

Mr. Roosevetr. But if the local rate was 414, for instance, you 
still would make it 5. 

Mr. Barnes. We would make it 5. 

Mr. Murer. Do you think that is right ? 

Mr. Roosrvett. Do you think that is right? 

Mr. Barnes. Well, yes; I do. Because there are not very many 
sections of the country where the standard rate on this type of 
loan—now, prime paper, the best type of loan, might be lower, but 
this type of loan—— 

Mr. Muurer. Mr. Barnes, we are not trying to compare secured 
loans or time loans of the General Motors Co., or antiien of that 
kind with the small-business man’s loans. 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. We have in mind a small-business man going into a 
bank and the banking community of that region says, we will make 
small business loans of up to $10,000, $15,000, or $20,000 on 1-, 2-, or 
3-year term loans at 4 percent or 414 percent. 
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When that small-business man comes to you because he cannot quite 
meet the criteria of the bank, I do not think that he should be required 
to pay a higher rate. I think that is what Mr. Roosevelt has in 
mind, too. 

Mr. Roosrve.r. That is right. 

Mr. Mcurer. I think it was in the minds of our committee when 
we came back from those hearings throughout the country. 

Mr. Barnes. I would like to say this: In other words, of course, 
our policy would be directly opposite to your findings on that. But 
in reality, I am sure that in more than a year’s operation, there has 
not been twice when any borrower or any bank has objected to our 
interest rates. They are never reluctant to let us know about anything 
else that they might feel that we should amend our procedures. 

I just feel sure ‘that, if that was a problem area, | would have heard 
repeatedly of it, and would not hesitate to tell you about it. But I 
simply have not heard it. 

Mr. Mcvrer. Has that been a matter of discussion by the loan policy 
board, the matter of interest rates / 

Mr. Barnes. Oh, yes, sir. 

Mr. Murer. And it was their feeling that it ought to be uniform 
throughout the country ¢ 

Mr. Barnes. Yes, sir. 

Mr. Mvuurer. I think we ought to be able to conclude this session 
by 4:30, if that is agreeable to ‘the committee. 

Mr. Rrenuman. It is agreeable to me. 

Mr. Mcurer. Just a few things more, Mr. Barnes, and I think we 
can conclude for the afternoon. 

I think Mr. Maness would like to ask some questions. 

Mr. Barnes. Mr. Chairman, there was something on a question 
that was asked by Mr. Roosevelt a few minutes ago, which I have 
some figures on, which I think would be interesting. 

Mr. Meurer. Surely. 

Mr. Barnes. These figures go to the purpose for which the loan 
proceeds have been applied by our borrowers, and they are overall, 
taking the whole program. And rather than read them here I will 
introduce them into the record, or let you see them, and you can intro- 
duce them into the record, if you so desire. I think they would be 
helpful to you. 

Mr. Roosevetr. Thank you, Mr. Barnes. 

Mr. Murer. There is no objection to this being made part of 
the record ¢ 

Mr. Barnes. No, sir; not the names on the top, but just the data. 

Mr. Roosevetr. Just these figures. 

Mr. Mvuurer. Yes. The figures then will be made part of the record. 
Thank you. 

(The document referred to follows :) 
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SBA FuNps MApDE AVAILABLE BEYOND BANKS’ LEGAL LENDING LIMIT AS OF 
Fes. 2, 1955 


Deferred participations only—Basis used as banks’ legal loan limit is 10 perce 
of capital and surplus 


Gross amount 
in excess of 
legal limit 


Less can- 
cellations 


Alabama 3, { $30, 000 ; 
Arizona 0 0 
Arkansas - - - 395, § 72, 000 323, 500 
California _- 350, § 91, 700 59, 200 
Colorado BT, ¢ 105, 000 12, 300 
Connecticut. 36, 7 0 36, 700 
District of Columbia 0 0 
Florida . 0 , 000 
Georgia 323, ' 50, 000 273, 800 
Idaho 0 360, 000 
Illinois ___- 33 } 70, 000 258, 000 
Indiana 271, § , 500 211, 000 
Iowa 225, 2, 500 213, 340 
Kansas __- 702, 06 9, 900 52, 160 
Kentucky - -- 99, 0, 000 39, 800 
Louisiana 5, 500 
Maine 0 
Maryland J E 25, 000 
Massachusetts 98, OOO 
Michigan 5 39, 224, 500 
Minnesota 2, 202, 5 259, 500 
Mississippi - - - 
Missouri 
Montana. __ 
Nebraska 
Nevada 

New Hampshire 0 
New Jersey 11, 0 
New Mexico 33, ! 23, ! , 000 
New York , 9, 000 
North Carolina. ____- i 4 4 20, 000 
North Dakota_-. 5, 000 
Ohio , 000 
Oklahoma Amiel 58, 58, 000 
Oregon ___. . ; ; ; 35, 5, 000 
Pennsylvania... -_.........-- ro : ‘ . 365, 55, 310, 100 
Rhode Island ___- eed . y 
South Carolina. _. d eet ‘ 5, 35, 000 
South Dakota__-__--_- ; acini ; . , . : 5, 1 5, 000 
Tennessee. _ __ a0, ! 2! 000 
Texas_. ; ' 725, 867 55, 570, 867 
Utah... ; 0 
Vermont ______- ; rs ] 0 
Virginia____- - : , 000 
Washington ___ , 700 
West Virginia... __. 5% 50, : 5,000 
Wisconsin __- , 47 . 50 . 971 
W yoming__- 4 5 2: , 5 
Alaska... , 30K 


, ROO 
, SOO 

37, 500 
289, 100 
0 


Total. i aut re ‘ ‘ 9, 118, 33 2, 178, 200 1, 940, 138 


“ 


Mr. Mctter. Now, Mr. Barnes, I do not think you want the record 
to stand that your delegation of authority to the regional offices was 
due to the recommendation of the National Council of Consultants. 

Mr. Barnes. No. 

Mr. Mctter. I think after we got back from our he ~aurings, if you 
remember our executive hearings, the committee was unanimous in 
recommending that the regional offices should be given authority to 
pass on these Yoans, rather than have these people c chasing into Wash- 
ington to do it, and while you can give credit to them, too, at least 
ine clude us. 

Mr. Barnes. I merely pulled off from some of the recommendations 
that I had received from them, some typical ones, and intended to list 
that along with others. 


62408 —55 4 
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No, sir; they were not solely responsible for that, certainly. 

Mr. Mutrer. Now, I notice that you say you will have some rec- 
ommendations that you have been working on, but they have not been 
cleared. I assume they have not been cleared with budget? 

Mr. Barnes. That is right, sir. 

Mr. Murer. When they have, this committee will be very happy 
to receive them, and if it is necessary to have you come up and discuss 
them with us, we will set another hearing at that time. But I suggest 
that you do not wait for us to send them. When they are ready, 
submit them to the committee. 

I think, Mr. Maness, you had some questions you wanted to ask, 
with reference to the loan policies. 

Mr. Maness. Yes, sir. 

Mr. Barnes, I believe you stated that the loan policy board met 
approximately 15 times, once a month ¢ 

Mr. Barnes. Yes, sir. 

Mr. Maness. Were regular minutes kept of those meetings? 

Mr. Barnes. Yes, sir. 

Mr. Maness. Would they be available for the committee for re- 
view and study ? 

Mr. Barnes. We have the originals. I think perhaps we have 
copies. 

Mr. Puarincer. I have the book here, and I will make them 
available. 

Mr. Maness. You will make them available? Thank you very 
much. 

Mr. Muurer. They are not to be made part of the public record. 

Mr. Maness. No, sir. 

In reference to the status of the loan funds, do you know the present 
status of the fund in relation to the various three categories under 
section 204 (b) of the Small Business Act of 1953 ? 

Mr. Barnes. Yes, sir. Mr. Hanna will furnish that information. 
Mr. Hanna is our controller. 

Mr. Hanna. The legislative authority for disaster loans is $25 
million. And as of January 31, there was an uncommitted balance 
of $19,336,124. For business loans, the legislative authority was $150 
million, and there was an uncommitted balance of $110,011,104. 

There was also a legislative authorization of $100 million for the 
taking of prime contracts, and that full amount is uncommitted. 
There have been no prime contracts taken. 

Mr. Murer. At that point, is it not a fact that the Appropriations 
Committee did not recommend, nor was any appropriation made for 
that purpose ? 

Mr. Hanna. The appropriation which has been made to the re- 
volving fund, Mr. Multer, of $80 million, was without specific limita- 
tion as to the amounts which could be used for any of 3 authorized 
ag ag 

Mr. Mutter. So that you could have used, if you had not—— 


Mr. Hanna. It would be available for all three purposes. 
Mr. Murer. Including prime contracts? 

Mr. Hanna. Yes, sir. 

Mr. Mutrer. Thank you. 
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Mr. Maness. In other words, there have been no prime contracts 
taken under the third category ? 

Mr. Hanna. That is correct. 

Mr. Barnes. Correct. 

Mr. Maness. Of the $80 million in the revolving fund, what remains 
uncommitted ? 

Mr. Hanna. As of January 31, the uncommitted balance was $30,- 
788,448. 

Mr. Manerss. That is uncommitted, but not disbursed ? 

Mr. Barnes. That is uncommitted. Part of the committed portion 
has been disbursed. 

Mr. Maness. Mr. Barnes, in the bank participation loans, has SBA 
ever permitted a bank to withdraw after the loan is made? 

Mr. Barnes. Well, they would have to call the loan. You see, the 
bank has advanced all of the money, and we merely have an agreement 
to purchase our agreed share of the participation at any time upon 
call of the bank, so that a bank could withdraw only by buying us out 
in effect, which would be simple. All they would have to do would 
be to write us a letter and pay their bank charges to the nearest date, 
the date on which they wanted to terminate, and we would, of course, 
grant that permission, and the bank would then take over the loan. 
We would be eliminated. 

We are perfectly willing for a bank to do that, and in effect we 
welcome them to do it, because that puts the borrower completely in 
his private bank. That would be one case in which the bank withdrew. 

Another type case would be if the bank would call the entire loan— 
there would be something wrong with it that would make it desirable— 
they would call it and wind it up. There would be no other way that 
I know of for a bank to withdraw. It is an agreement, and the bank 
has advanced the money, and we have agreed to take a share of it. 

Mr. Maness. Are there any instances where SBA has bought out 
the interest of the bank and permitted the bank to withdraw? 

Mr. Barnes. There have been no such cases. There was 1 case, I 
think, perhaps, or 2 cases—— 

Mr. Enetzs. One. 

Mr. Barnes. One case? 

Mr. Enecues. One. 

Mr. Barnes. One case in which a deferred participation was con- 
verted to an immediate participation, in which case the bank had 
advanced the funds; we agreed to purchase an agreed share on request. 
The bank made its request. We purchased our agreed share, and the 
bank and SBA still each are in the loan. Only one case. 

Mr. Manerss. Mr. Barnes, in response to the chairman’s letter of 
February 25, to which you responded this afternoon, the exhibits are 
available here ? 

Mr. Barnes. They are here and available, and they are in the room, 
or in the hall. 

Mr. Maness. Have they been made part of the record in connection 
with the submission of the letter of March 1? 

Mr. Barnes. Yes, sir; they are, with the exception of one thing, and 
that is that I am not sure that the committee decided at the outset of 
the hearing whether you wished to have the inquiries as part of that 
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record, because it is very voluminous. It involves several boxes of 
file and material. 

Mr. Murer. I do think we need the information about the in- 
quiries. I do not know that we need the inquiries themselves, but we 
cannot come to any determination of the matter or conclusion with 
reference to inquiries, unless we do have some summary of them. 

You see, that leads us directly into what Mr. Hill was asking about 
with respect to this region where there have been no loans made, and 
vet we know there have been hundreds and hundreds of inquiries. 
There is just something wrong there that needs attention. 

Unless we get some résumé of these i inquiries, we do not know where 
to go to find the answer. 

Mr. Barnes. Might I suggest this to the committee as a working 
arrangement here’ We hav e, or can furnish to you, statistical data on 
our inquiries. In other words, each field office supplies us with the 
number of inquiries they have received a month. 

Now, the inquiries are just that. One borrower might make more 
than one inquiry. You see, if he came in in person, or if he called on 
the phone, so that there would not be a direct tie-in with the number 
or the application that might be filed, or anything like that 

Mr. Murer. Yes. 

Mr. Barnes. If we might leave with you the inquiries which we have 
here, of which we have copies 

Mr. Murer. Very good. 

Mr. Barnes. Or of which we have summaries here, then we will 
retain and keep in our office downtown the inquiries for the other 
offices. 

If you then desire to have information from them, all you need to 
do, or the staff needs to do, is to ask us for it. 

Mr. Mcurer. In discussing the matter with me on the phone, I think 
yesterday, Mr. Barnes, vou indicated that there was some information 
or data which you could photostat for us. 

Mr. Barnes. Which we have done, yes, sir. 

Mr. Mvut rer. Is that the same thing that we are talking about ? 

Mr. Barnes. No, sir. These are two different things. 

Might I aioe that very likely the committee would not desire to 
make the names on the inquiries a part of the public record, because 
that tends to be credit data that might affect the businessman? We 
have the names, of course, and their addresses, and everything of that 
sort. I think that you would not want it as a part of the public 
record. 

Mr. Muurer. No. I do not think, unless there is something unusual 
ubout a matter or the borrower, or the small-business man comes for- 
ward to present the matter to us, that we should make those names 
public, or put them in the public record. 

loes the committee agree / 

Mr. Srery-Brown. I certainly do. 

Mr. Hint. Yes. 

Mr. Roosrtveit. Yes. 

Mr. Chairman, I think to sort of highlight, though, the figures that 
were just brought out, I eventually would like to go into them a little 
further. 
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In other words, out of $25 million available for disaster loans, there 
is still $19 millon outstanding. Out of $150 million on business loans, 
there is $110 million outstanding, which, by any criteria, would seem 
to be a very high ratio of remaining uncommitted and outstandine 
funds. 

Mr. Muurer. There is a difference there. 

Mr. Barnes. Mr. Roosevelt, there is a serious difference there. In 
the first place, the figures that we were reading were from the legisla- 
tive authorization. Congress itself has not appropriated the money 
against those figures yet. 

Mr. Roosrvetr. I see. 

Mr. Barnes. The counsel was bringing out merely what was the 
uncommitted balance of the authorization by Congress. Congress 
itself has appropriated a much lesser figure, and the last figures that 
were brought out showed how much of that was uncommitted. 

Mr. Murer. Mr. Roosevelt, I think for the benefit of the public 
that are present, we ought to make this explanation on the record. 

The basic law which set up SBA authorized certain maximum sums 
for the various purposes of the agency, for loan purposes and for pro- 
curement purposes, and for disaster loans. That did not make the 
money available to the agency. The Appropriations Committee then 
had to bring in a separate bill to make the money available. The 
Appropriations Committee did not make that maximum authoriza 
tion available. It made a lesser amount available. 

Then when the agency had that money available, that did not mean 
the public had it. Then the public had to come in and ask for it, 
making the proper applications and the like. And when the agency 
has made a commitment, then after that commitment is made, a loan 
is disbursed. So you have the four sets of figures that you must 
have in mind. 

Now, I think what Mr. Maness tried to bring out was that there 
were actually $39 million, approximately, of business loans made, ap- 
proximately $5,600,000 in disaster loans made, and no prime contracts 
taken by the agency. 

So, of the total amount appropriated to the use of the agency of $s” 
million, $45 million has been used by the agency, leaving an uncom- 
mitted balance of $34 million on hand with the agency which it has 
not vet used. 

Mr. Barnes. Yes. 

Mr. Chairman, there has been no detailed testimony in here as to the 
loans disbursed, but I think it should be explained that that infor- 
mation was called for in connection with the letter. 

Mr. Muurer. Yes. 

Mr. Barnes. And we are filing an exhibit with the letter showing 
in detail every loan that has been authorized, when it was disbursed, 
if it has not been disbursed, what the reasons are for it, and each step 
in the procedure in each field office across the country, and in the case 
of any loans that are not disbursed, exactly what we are waiting for to 
disburse the loan. 

Mr. Murrer. And we also understand that that will not be made 


part of the public record, but is for office use only by the committee 
staff. 


Mr. Barnes. Yes, sir 
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Mr. Mutrer. There is just one other thing I might touch upon with 
reference to the loans. You stated as part of your main statement 
that it takes approximately 5 working days to prepare the loan au- 
thorization in the Office of the General Counsel—that is where the 
loan is being authorized in the first instance by Washington—while 
it takes a matter of less than 24 hours to prepare the loan authoriza- 
tion in the regional office, where the regional office has authorized the 
loan. 

Why the discrepancy? Why does it take 5 days to prepare the loan 
authorization? It seems to me that that is an awfully long time. 

Mr. Barnes. In the first place, there is considerably greater volume 
of approved loans in Washington. When the loan docket is passed 
on in Washington, there will be maybe 50 or 60 loans on the docket, 
and they are acted on and assigned to attorneys, and they get the file 
the next day, and they draw their formal authorization papers from 
the complete file. 

Now, they usually will draw the authorization in a day and will 
dictate them, and it takes, then, the next day for the girl to transcribe 
them. 

Then they must be mimeographed, because we send three copies to 
the field office, and we also ‘keep copies in our Financial Assistance 
and Controller’s Office, and various other places here in Washington. 
So that the legal part and the mimeographing takes approximately 
3 of those 5 days. 

Mr. Mutrer. I did not want the record to indicate that it took a 
lawyer 5 days to prepare a loan authorization. 

I think this would probably be a good point to recess until 10 o'clock 
tomorrow. 


Then we will continue, Mr. Barnes, on the other matters. 
(Whereupon, at 4:30 p. m., the subcommittee recessed, to recon- 
vene at 10 a.m., Wednesday, March 2, 1955.) 
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Unrrep States House or REPRESENTATIVES, 
SeLect CoMMITTEE ON SMALL BUSINESS, 
SuscomMitree No. 2, 
Washington, D.C. 

The Subcommittee met, pursuant to recess, in room 1435, New House 
Office Building, at 10 a. m., Hon. Abraham J. Multer (chairman of 
the subcommittee) presiding. 

Present: Representatives Multer, Evins, Riehlman, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel. 

Mr. Mutter. This hearing will come to order. 

We will continue with Mr. Barnes. 


STATEMENT OF WENDELL B. BARNES (RESUMED), ADMINISTRA- 
TOR, SMALL BUSINESS ADMINISTRATION, ACCOMPANIED BY W. 
NORBERT ENGLES, DEPUTY ADMINISTRATOR FOR FINANCIAL 
ASSISTANCE, SMALL BUSINESS ADMINISTRATION; KEITH 
HANNA, CONTROLLER, SMALL BUSINESS ADMINISTRATION; 
JEROME PLAPINGER, ASSISTANT GENERAL COUNSEL, SMALL 
BUSINESS ADMINISTRATION; DONALD A. HIPKINS, DEPUTY 
ADMINISTRATOR FOR PROCUREMENT AND TECHNICAL ASSIST- 
ANCE; AND LAWRENCE CASAZZA, EXECUTIVE SECRETARY, 
SMALL BUSINESS ADMINISTRATION—Resumed 


Mr. Murer. Mr. Maness, do you have some additional questions 
you wanted to ask Mr. Barnes ? 

Mr. Maness. Yes, Mr. Chairman. 

Mr. Barnes, yesterday you testified that after a period of 90 days 
these inquiries which were received in the regional office and the 
national office were destroyed ; is that correct ? 

Mr. Barnes. Our manual provides for their destruction. 

Mr. Maness. Were any directives or criteria issued by the national 
office establishing a basis for the determination as to which inquiries 
would be destroyed and which would be kept ¢ 

Mr. Barnes. Yes. By “inquiries,” the ones that the manual refers 
to for destruction are those that are retained on a certain form, the 
number of which escapes me at the moment. But you have been sup- 
plied copies of them. And when a person comes into our office and 
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has a personal interview, notes on that interview are made on this 
form. 

The same is true of telephone cails. If a call is made, the name 
and the address and the purpose of the call and what facts about the 
case are developed by phone or by personal interview are noted on the 
form, and it is only that form that we keep for 90 days. 

Now, if the inquiry is by letter or if it, of course, results in an 
application, a file is started and those are retained. Those are original 
records which are still current in our field offices. In almost every 
instance we have assembled here even statements of the letters which 
ive retained in the file but not represented by the form. 

Mr. Maness. Mr. Barnes, in your letter of March 1, 1955, in re- 
sponse to the chairman’s letter of February 25, 1955, at the top of 
page 2 you state: 

In Washington we have received approximately 35,000 letters of inquiry of 
which about 2,400 have been retained in our files. 

Now, it would appear that you have letters which you indicate were 
destroyed. 

Mr. Barnes. Well, those letters are retained for a period of months, 
but if no file is developed, if no further correspondence results from 
them, we do not retain them. 

Mr. Maness. Under what authority are they destroyed ? 

Mr. Barnes. That is a general program, I think, originated by 
GSA on retention of records, the time involved in the retention of 
records, and we provide for a maximum retention of undeveloped 
correspondence for 6 months, but if an office head decides that a file 
is not active prior to that time, he has authority to destroy it. 

Mr. Maness. Yousay that isa GSA directive / 

Mr. Barnes. Well, it is a program that is originated, I think, by 
GSA, in which we follow the general tenets of the program. 

Mr. Maness. In distinguishing between those letters which are de- 
stroyed and those which are kept, has any criteria been established 
by your office for such a determination ? ; 

Mr. Barnes. Yes. If the file is active, it is retained for as long as 
it is active, 

Mr. Maness. By the term “active,” what do you mean? 

Mr. Barnes. Well, if there continues to be correspondence on it, if 
an application is filed in a branch or regional office and we would 
have indication of it in our W: ashington office, and if there is any 
further purpose to be gained in retaining it, we do. 

Mr. Maness. Well, Mr. Barnes, if Mr. X i inquires about a loan and 
in 90 days you destroy his letter and then in 120 days subsequent to 
his original letter he writes again or inquires again, you haven't the 
past correspondence to tie up the files. 

Mr. Barnes. Ordinarily the first correspondence would be merely 

letter asking where the nearest regional office is and stating some- 
thing of his case and asking for an application blank. We would 
refer him to the regional office. They would open correspondence 
with him, and they would originate a file in that office. And if he 
filed his application within that period, and usually they do—if they 
are going to follow it up, it is usually an active case within 30 days—— 

Mr. Maness. Let us take a specific instance in the region that Con- 
eressman Hill referred to yesterday where apparently no loans had 
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been processed or no applications for loans had been processed and 
no loans made. What check do you now have in your office as to the 
number of inquiries that have come to you—and I mean by “you,” to 
the Washington office—that have been referred by the Washington 
office to that region and died there? What check, if any, have you 
got in your office to know who applied, who was referred there, and 
why no loan was processed / 

Mr. Barnes. As I mentioned yesterday, we have a staff of financis! 
specialists that are dispatched from the Washington office that go to 
the field officer periodically, and when they leave the Washington 
oflice, they have in their files any matters or material that we have 
pertaining to the financial program of that office. 

Mr. Mutrer. Well, how periodically—— 

Mr. Barnes. And then they pull the files in the regional office, 
make their own complete examination as to what has happened on 
erch of those cases, before they even discuss it with the regional 
director or any of his people. They go around to each office, I think, 
at least once every 6 months. 

Mr. Eneurs. About every 2 months, Mr. Barnes. 

Mr. Barnes. Every 2 months. I beg vour pardon. 

Mr. Murer. Now, do you have any report from your financial 
specialists from this region which has made no loans as to why they 
have made no loans? Have you any report as to how many applica- 
tions he knows or should have known were referred by Washington 
to that office at the time of each of his visits to that office and what 
inquiries were made and what information you got as to why no loans 
were processed in that office 

Mr. Barnes. Yes, sir. 

Mr. Encies. May I answer that ? 

Mr. Barnes. Yes, sir. 

Mr. Enotes. In the particular region I think Mr. Hill was talk- 
ing about, we had had a complaint. We had a complaint from the 
regional director, as a matter of fact, that possibly some of the finan- 
cial men were not going into the cases sufficiently. 

We sent the head of our Loan Division out there, and he went over 
every inquiry they had. Asa result of that trip, some of the inquiries 
were pulled out and the applicants contacted again. Some of them 
indicated that there might be a possibility of a loan, and we did that. 

Mr. Mutrer. What happened then ¢ 

Mr. Enotes. Well, we developed some loan applications in that 
region. 

Mr. Barnes. There were additional things that happened. In other 
words, Mr. Hill did not develop it quite far enough. 

One particular individual we found was not carrying out the pro- 
gram, was not encouraging these people, and you understand, our 
employees are obtained from the civil-service rolls and are under 
civil-service rules. And this particular individual furthermore re- 
fused to travel, and every time he was assigned to go and investigate 
some of these things, he would come up with a doctor’s permit. 

So after the record was built, he was suspended by myself—I 
happened to be in Denver—and action was brought against him under 
civil-service procedure to remove him from the service. He has filed 
an appeal from that. Jt was heard before a trial examiner, and the 
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trial examiner found in favor of the employee. We are now appealing 
it again. 

Mr. Murer. Well, now, have 

Mr. Barnes. That is an office which I think only has three financial 
specialists in it. It isa very small office. 

Mr. Mutter. I should think that there is one specific instance why 
it is absolutely essential that the inquiries and everything subsequent 
to the inquiries not be destroyed within 90 days or even within a year, 
for that matter. The mere fact that there had been no action taken 
on it, I think all of those inquiries and all of those files certainly 
should not have been subjected to any general directive of the manual 
for destruction. 

Mr. Barnes. Well, Mr. Multer, I do not have any strong feelings 
about them. We would just as soon retain them, but they are assem- 
bled for statistical reasons, for workload purposes, so that if we have 
reason to correspond about a particular matter, that is the only 
record we may have of the call. Usually those things are developed 
in 90 days or else a file isstarted. Now, that is 

Mr. Murer. But here you would need these records to develop a 
‘ase against the man who is obviously violating the directions and 
orders from Washington. Obviously he is violating the orders that 
Congress has written into the legislation and violating every direc- 
tive that had come out of your office, and is just not doing a job. It 


sannot be possible in all this time that there could not have been 
one application processed to the granting of a loan out of that region. 

Mr. Barnes. There is no such region. Every region has granted 
loans, and the particular one that he was talking about—Denver— 
as a matter of fact, 46 loans have been authorized for that particular 


region. 

Mr. Srety-Brown. Could I ask a question at that point ? 

Mr. Mvuurer. Surely. 

Mr. Sreery-Brown. As I understand the letter of February 25 
written by the chairman, in paragraph 2 it requests a detailed state- 
ment showing separately all inquiries and applications for loans. 

Now, we as Congressmen, have the same problem that maybe you, as 
Administrator, have with the tremendous volume of mail that comes 
through our offices. Now, it is my understanding that possibly a man 
might write to you a letter of inquiry saying, “What do I do if I want 
to get a loan from SBA?” And you send him that information. 

Mr. Barnes. That is right. 

Mr. Srety-Brown. And then you would keep that letter for 90 days, 
and if you did not hear from him, after you had sent him the 
information, you would throw away that file. He had written a letter 
of inquiry. That is one item. 

By the same token, if he actually files a loan application, you 
certainly would not throw that away, or if you have subsequent letters 
indicating that he really wants to follow through on his loan. In 
cther words, in the statement of the chairman, he has asked for 
inquiries and applications, and I could see that you would certainly 
reasonably throw away an inquiry if it drew no further response from 
the writer within 90 days, but you would certainly, I am sure, not 
throw away a direct application for a loan or a followup letter, saying, 
“T want further information about filing for a loan.” 
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Mr. Barnes. That is correct, sir. We filed with this committee 
yesterday a detailed record of every application that had been filed 
with us since this agency was started. But there is a great difference 
between an application and an inquiry. An inquiry may be merely 
a telephone call saying, “Where is your office,” or something of that 
nature. 

Mr. Muurer. You see, Mr. Barnes, one reason we want to know 
about inquiries, too, is that even though it might be proper for you 
in order to save space to throw away the original letter of inquiry and 
your answer to it after 90 days because it did not develop into an 
application, I do think your office should keep a record of the name 
of the inquirer and his address so that at a time like this when the 
question comes up, “Why weren’t loans made,” we have some means, 
now, of checking up on the man whom you yourself found incompetent 
und found necessary to bring charges against for his removal. 

Now, if you had a list of those names and addresses of the inquirers, 
you could then follow up and go to each of them and say, “Why didn’t 
you follow up,” and you would be told in many instances why this man 
“chased me away saying I couldn’t get the loan or I couldn’t give 
the time he wanted”—whichever excuse was given him to discourage 
further action. 

Mr. Barnes. In cases like that, of course, we have had a review by 
Washington personnel. We have very likely had a review by our own 
internal auditors, and those things have all taken place within the 
90-day period. Furthermore, if ‘there is any thought on our part 
or on the part of the regional director that any of the personnel are 
not. following directives, the matters on which they wor dad would all 
be kept. In this particular case, we had it documented back for 9 
months, I think, exactly each case on which he worked and each inquiry 
which he had handled. Those things develop and are brought to 
your attention by lack of production, the very thing that Mr. Hill 
mentioned. 

In the absence of that, as you know, there is a voluminous amount 
of inquiries, and we comply with the general regulations in Govern- 
ment on that sort of thing. 

I have the background for the destruction of records which I can 
make available to you here. Our schedules for destruction are based 
on the general record schedules issued by the General Services Ad- 


ministration and are utilized as far as possible in the disposal of 
records. 


In the event it is necessary to request an exception to these schedules, it must 
be justified and submitted to the National Archives for approval. 

In this connection, we have applied General Record Schedule 14, 
item 3, as issued by the General Services Administration to all types 
of inquiries received and created by this agency, both Washington 
and the field, including loan inquiries. By nature, inquiries quickly 
tend to become voluminous, and if allowed to accumulate indefinitely 
they would necessitate the use of additional equipment and office space. 

Under the provisions of General Record Schedule 14, we issued on 
July 19, 1954, financial assistance manual, revision No. 11, setting 
forth the procedure for handling loan inquiries and providing for 
disposal aft ter 3 months of all inquiries on which no administrative 
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action was taken and which do not result in the filing of a loan 
application. 

This provision was amended by transmittal notice No. 500-7 on 
November 12, 1954, substituting a 6 months’ disposal schedule in place 
of the previous 3 months’ schedule. 

Did you get that, sir? 

Mr. Muurer. Yes. 

Mr. Barnes. That in November we amended that 3-month period to 
provide for a 6 months’ retention. 

The disposal schedule on loan inquiries was amended when expe- 
rience indicated that a 3 months’ schedule was insufficient for operating 
reference needs. 

But that still did not enable us to go back beyond November; so I had 
to answer your letter in the way that I did. 

Mr. Muvrer. Yes. 

Mr. Barnes. We are now on a 6 months’ retention basis. 

Now, I have no feelings on this subject at all. If this committee 
recommends that we keep them longer, we will certainly take it before 
the Archives and—— 

Mr. Metrer. | do not know that it would be necessary to keep the 
correspondence longer, but I would say that you ought to keep a 
permanent record of names and addresses of inquirers and just a line 
as to what the inquiry was, “John Jones Co.,” the address, and the 
date of inquiry about a loan or inquiry about procurement, and then 
a notation of the date the correspondence was destroyed, and keep 
that kind of file record of names and addresses so that if it does become 
necessary to go back and check on these people, you can then have 
persons you can go to and find out why they did not come back to the 
agency. 

“Mr. Eneies. I would like to say this, that we have these men to check 
on the regional offices, as Mr. Barnes has mentioned. Now, they go 
out every 2 months, and they really go into these inquiries, and if it 
looks like somebody was getting the brushoff and not being given the 
proper consider ‘ation, it is ¢: aught right there, you see. And I think 
that isa pretty good check, because the men who do it are very familiar 
with the program and what we are trying to accomplish. I do not 
believe that we miss many of them. And I think that when counsel 
looks over the information we have brought in, he will find out for 
himself, from these five boxes of inquiries, that they will give him all 
the information he needs. 

Mr. Srecy-Brown. I am sure that the chairman is actually ex- 
pressing the feeling of all of the members of the committee when he 
indicates the concern that all of us have as to the “possible brushoff.” 
Certainly we all recognize that human nature for being what it is. I as 
a small-business man making an inquiry at one regional office—night 
get one type of reception, and if I went to another regional office, I 
would get another type of reception. 

Mr. ENGiEs. Yes, sir. 

Mr. Seery-Brown. We all realize that. All we want to make sure 
of is that we have some way in the Congress of checking on these con- 
ditions ourselves to make sure that if a man feels he has gotten a 
hrushoff, at least we have some knowledge that you down in your 
agency. and Tam sure you are, are following through as closely as you 
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possibly can to make sure that the procedures are standardized in all 
your regional oilices. And certainly our field trips have indicated 
to us that the reaction of the people in that community to SBA de- 
pended tremendously on where we went. In some places they say, “It 
is a wonderful setup.” In other places they say, “it is easier to go to 
the bank than fill out all of the Government papers.” 

Mr. Rrenuman. May I add just this to it, Mr. Chairman? I con- 
cur in what Mr. Seely-Brown has had to say, and I certainly concur 
in what our chairman had to say. I must emphasize this, that it 
does depend upon the persons that the public contact in the regional 
office, and I am sure that the Administrator just cannot keep a com- 
plete tab on everything that goes on in these regional offices, no matter 
how hard you try to do it. 

But I cannot help but agree with the observation that there are 
going to be people who are disgruntled. There are plenty of them 
who are going to ask for loans that have no business asking for a loan, 
where there is no hope of their getting a loan. But that does not 
mean that when they are applying for it, they should be treated in 
any way other than absolutely on a courteous basis, and have the 
reasons explained why a loan is not available and why SBA cannot 
do the job for them. 

Then to go back to this record program. I feel that I am not so 
sure whether we need—and I think that will be proven as Mr. Barnes 
has said, when counsel has had a chance to observe what information 
he has, to keep them longer than 6 months. But I do think it is im- 
portant for the protection of the Administration and for the protec- 
tion of the Members of Congress to have a record, so that if we do 
get a complaint, we can go back to the department and you will have 
some information as to just exactly what has transpired, and it does 
not have to be a lengthy report. 

Mr. Barnes. All right, sir. I understand the committee’s views on 
this. I would like, after the questioning is finished, to say just a word 
or two about the volume of our work, and how the program appears 
to me, when we are ready to close on financial assistance. 

Mr. Maness. Mr. Barnes, yesterday afternoon when you submitted 
vour letter of March 1, 1955, in response to the chairman’s letter of 
February 25, 1955, you talked about boxes in the hall and boxes in the 
hearing room. To clarify the record, I wish you would identify 
exactly what exhibit 2-B, C, D, E, and F refers to. 

You will note that our letter of February 25 requires and asks for 
detailed statements. You submitted photostatic copies of certain 
items and various other documents. I wish you would describe them 
in detail so that the record will be clear on that point. 

Mr. Barnes. Albright, sir. 

Your letter was received in my office at 5:30 Friday afternoon 
February 25, 1955 after the office force had left for the weekend. It 
was not possible, of course, to furnish all this information from the 
Washington office, and so we did have to communicate with the field 
offices on Saturday. The information requested beginning with item 
2, with the exception of the inquires—in other words, the detailed in- 
formation relating to loans—we had available in the form of cards. 
It was easier and more simple and we had a better opportunity to 
actually prepare them by the time of the committee meeting to re- 
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produce them photographically than to do the same amount of typing, 
so that we furnished to the committee boxes of cards—I believe there 
were three boxes—which were photographic reproductions of the 
office records we keep showing the action of the agency, both in the 
field offices and the Washington office and by the Administrator, with 
reference to each loan application. 

We also received from the field offices in some cases typewritten and 
in some cases penciled notations of the inquiries, and in other cases the 
originals of the forms themselves. Where they had to come from 
some distance, there was not time for them to make a detailed state- 
ment and get it here in time. So they sent the originals of the forms. 
Those were in, as I recall, five larger sized filing boxes and were iden- 
tified as to field offices and for ease in handling they were placed in 
files in those boxes. 

Now, as to identifying the particular ones, don’t you believe it would 
be easier to introduce my reply into the record ? 

Mr. Maness. Your reply has been introduced. 

Mr. Barnes. I do not Galore it was. 

Mr. Maness. Yes, it was. 

Mr. Barnes. I beg your pardon. 

Mr. Mvtrer. Both my letter to you and your answer have been 
made a part of the record. 

Mr. Barnes. And that would for the purpose of the record identify 
what each of the exhibits were and are. 

Mr. Maness. You have at no time made a statistical breakdown on 
percentages, amounts of loans, disapprovals, and withdrawals? 

Mr. Barnes. Yes, sir. 

Mr. Enotes. You did not ask for that in the letter. 

Mr. Maness. I think the term “detailed statement” includes statis- 
tical breakdowns. 

Mr. Mutter. Well, let us not waste any time as to what it means 
or does not mean. Any other information we need that has not been 
supplied I am sure Mr. Barnes and his office will supply. 

Mr. Barnes. We are perfectly willing to give you our statistical 
breakdown that way. 

Mr. Maness. May I refer to item 4 of your letter of March 1, 1955? 
You talk about exhibit 2-A. Do you actually mean exhibit 2-B? 

Mr. Barnes. No. It would be—— 

Mr. Mctrer. Exhibit 2—A refers to inquiries, and 2—B, on the other 
hand, is the list of loans. 

Mr. Barnes. I beg your pardon. It appears to me that that “A” 
should be corrected to show 2-B. 

Mr. Mctrer. Do we have exhibit 2—A ? 

Mr. Maness. Exhibit 2—A, I assume is this box. This one is not 
marked. 

Mr. Casazza. Those are the inquiry records. 

Mr. Mutter. That should be marked 2-B? 

Mr. Casazza. No. Those are the inquiry records. You are talking 
about those boxes over here. 

Mr. Maness. These are not 2-A. There is no 2-A here. These 
are 2-C, D, F, andE. 

Mr. Casazza. Exhibit 2-A happens to be that box of inquiries. 
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Mr. Murer. Mark that box exhibit 2—A, if you will, Mr. Maness, 
lease. 
: Mr. Casazza. And this other one here is 2—B, this one here. 

Mr. Moctrer. That should be properly marked 2-B. 

Mr. Casazza. And the others are 2-E and so forth. 

Mr. Motrer. Then item 4 should be corrected to read 2—B; is that 
it? Item 4 of your letter, Mr. Barnes? 

Mr. Barnes. I don’t believe so. I believe it is on these other records 
here. 

Mr. Mangss. There are “X” marks on exhibit 2—A. 

Mr. Barnes. If I may ask the committee, Mr. Casazza could get 
together with you and properly mark the exhibits. 

Mr. Mutter. I think there is a mistake in the marking, probably a 
typographical error. Mr. Casazza, will you get together with Mr. 
Maness, if you will, and straighten it out? 

Mr. Maness. Mr. Barnes, since the inception of the so-called new 
policy of permitting regional directors to make loans of $50,000, with 
bank participation and new money, how many loans have been made 
by the regional directors under this new policy. 

Mr. Rrenuman. You are asking the number of loans and the 
amount, both ? 

Mr. Maness. Yes, sir. 

Mr. Barnes. Do you wish a breakdown by regions or total ? 

Mr. Mutter. Whatever way is most convenient to you to give it 
to us. 

Mr. Barnes. I can give it both ways. 

There is a total of 176, and the breakdown is as follows: Region 1, 
Boston, 3; region 2, New York, 9; region 3, Philadelphia, 10; region 4, 
Richmond, 2; region 5, Atlanta, 33; region 6, Cleveland, 21; region 
7, Chicago, 19; region 8, Minneapolis, 15; region 9, Kansas City, 13; 
region 10, Dallas, 20; region 11, Denver, 10; region 12, San Francisco, 
3; region 13, Seatle, 7; region 14, Los Angeles, 11. 

The total gross amount of such approvals is $4,996,289, and the 
SBA/’s share is $3,523,218. 

Mr. Mutter. That is the amount committed or approved ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Now, how much of that has been disbursed ? 

Mr. Encres. We can get that information. 

Mr. Mutrer. If you will, please. 

Mr. Barnes. May we have permission to file it separately ? 

Mr. Mutter. Certainly. 

Has there been any reversal of action on any of those that have 
been committed and the loans subsequently canceled ? 

Mr. Barnes. No, sir; none. 

Mr. Mutter. Those commitments are still outstanding ? 

Mr. Barnes, Yes, sir. 

Mr. Maness. Mr. Barnes, referring again to the National Council 
of Consultants, I believe you indicated there were 63 members. 

Mr. Barnes. Yes. 

Mr. Maness. May the committee have a list of the names and their 
addresses, sir? 

Mr. Barnes. Yes, sir. 
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Mr. Maness. How often does the National Council of Consultants 
meet and where do they meet ? 

Mr. Barnes. They meet in Washington about every 6 months, and 
it has been our practice to invite members of the committee to appear 
and to speak before them. I do not know whether any of this particu- 
lar group has, but Mr. Hill and a number of other Members of 
Congress have been invited to each of those meetings. 

Mr. Maness. Are minutes kept of those meetings ? 

Mr. Barnes. Yes, sir. 

Mr. Maness. May we have the minutes of those meetings? 

Mr. Barnes. I will be glad to file with the committee, if you like, 
some very interesting data in connection with all of the advisory 
boards, both the National Council of Consultants and the National 
Board of Field Advisors. It need not be made a part of the record, but 
may be considered by the committee for your own purposes. 

Mr. Muurer. Is there anything of a confidential nature in these 
papers you want to submic ¢ 

Mr. Barnes. I do not think so. These are men that. have been ap- 
pointed under the act, and under the provisions we have set up regulat- 
ing these boards. ‘The material that I file with you will show a list 
of the members of the National Council of Consultants and the total 
number of members; a list of the members of the National Board of 
Field Advisers and the total number of members by regions; the rec- 
ommendations and suggestions that have been made by members of 
the National Council of Consultants; the recommendations and sug- 
gestions made by members of the National Board of Field Advisers; 
and our own statement of policy, functions, and membership—the 
composition of membership—of the National Council of Consultants, 
and the same thing for the field of advisers; a sample biographical data 
form showing the information we have on each of the men; a sample 
of the ee aire recently sent to the National Council of Consult- 
ants and the National Board of Field Advisers; then returns on the 
questionnaire and the results; and then the sources from whieh SBA 
received recommendations for membership on all of these boards; : 
sample copy of the minutes of a meeting of the National Board of 
Field Advisers—that would be one of the fi ings—a sample of 
the organization structure of the National Board of Field Advisers: 
and then other material relating to them. 

Now, since we have gotten into that, I would like to say this, that 
we prepared to the best of our ability a questionnaire relating to all of 
the activities of SBA. These men are informed on our programs, on 
the law, and on the activities in the field office, and, of course, circulate 
in business groups and have been very helpful to us, as I indicated in 
my statement yesterday. 

We asked them to comment on each phase of the activity and on 
business developments generally across the country. We have re- 
ceived about half of these questionnaires. We did it for the purpose 
of this committee. We felt we would be asked questions about what 
is going on, and we have tabulated those answers, and they are in no 
way a recommendation of legislation or anything else by us. 

None of this has been cleared by the Bureau of the Budget and it 
is not recommended by the agency. But they are informed business- 
men, and T only have one thing to say about it. In any questionnaire, 
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until it has been used and tested—the questions—you may have a 
question that may have some slight confusion. Rather than to stand 
on the simple mathematical calculation of their answers, I would 
rather complete the analysis that we are now making of these answers 
and file that with the committee indicating the interpretation we put on 
these answers. 

There was no effort on our part in submitting this questionnaire to 
elicit any particular type of reply or answer, but we did get answers 
that indicated one or two areas where we felt we were not doing some- 
thing and where we felt we should do additional work. 

Having made that statement, I will offer this for the committee's 
files. 

Mr. Murer. We will receive it for the committee’s use. It will not 
be made part of the public record at this time, if that is agreeable. 

Mr. RreuiMan. Your office has original copies of those ? 

Mr. Barnes. That is right, yes, sir. 

Mr. RreuiMan. I see. 

Mr. Barnes. With the understanding that the tabulation in there, 
I would not recommend that the committee be guided by that until 
we file a 

Mr. Mutter. Until you give us a supplemental summary ¢ 

Mr. Barnes. Yes, sir. 

Mr. Mcutrer. Are any of the consultants that are used on either the 
regional level or the national level persons either doing business di- 
rectly in their own name or through their company connections with 
Government agencies ? 

Mr. Barnes. We have, I believe, a statement that they make, which 


is a conflict-of-interest thing, and we in our Sarrenpeneene ask speci- 


fically that if they do have such relations, they c 
by resigning. 

Mr. Rreniman. I was interested in your last statement that you 
asked them to resign from the board. 

Mr. Baryes. If there is any conflict of interest between their serv- 
ice op this board and their outside interests—we ask them to resign. 

Mr. Rrenuman. Yes. But it would be pretty hard, would it not, to 
eliminate everyone from the advisory board that has anything to do 
with Government contracts ? 

Mr. Barnes. Everybody pays taxes and many of these men have in 
the past been interested in Government procurement and are informed 
on the thing, but I can see no way that service on one of these boards 
would enable them to get any Government contracts, because we do 
not give contracts? 

Mr. Rreutman. The reason I asked that, Mr. Chairman, was to 
make this explanation. I know in my own district of a man that was 
asked to serve and called me about it and wanted to know what his 
responsibilities would be, and I said, “Well, you will have to deduce 
that from the information that you have gotten from SBA.” 

But when you were speaking about it, it came to my mind imme- 
diately that I know that man has sold some equipment for foreign 
export, and I will tell you what it is. It deals with coffeemaking 
machines and rice hullers. It just happens that the man is in my 
district, and he is the president of a fine small-business organization. 


62408—55——_5 


arify the situation 
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I know that. this would have no effect upon his activities. I do not 
see how it could. 

But I was just wondering if it would not be almost impossible to 
find good, constructive small-business people that are doing business, 
who have not somewhere along the line had something to do with 
Government contracts, either subcontracts or prime contracts with the 
Government. 

Mr. Rrentman. I would like to see that be—— 

Mr. Barnes. Completely eliminated. 

Mr. Rres_tman. Eliminated or suggested for elimination, because 
I just do not know where you would otherwise find men that are good 
men, that are making a success—and that is the type we want—as 
advisers. 

I would think that the committee, and I am sure that the chairman 
would be the last one to suggest that that type of person be eliminated 
unless we could find that there was some direct connection through 
SBA that was to his advantage in doing business, or that SBA was 
giving out contracts so that he would be affected by it or his influence 
would bring contracts his way. That is the thing I think we are 
delving after. 

Mr. Mctrer. You state the purpose of the inquiry correctly, Mr. 
Riehlman. 

Mr. Rreniman. Surely. 

Mr. Barnes. You understand that these boards that we have do 
not review individual Government procurement or anything of that 
nature. They talk about general policies. 

Mr. Mcturer. That was to be my nrxt question. Are any of the men 
on the consulting boards asked to pass upon specific problems, or do 
they merely consult with you as to general overall policy ? 

Mr. Barnes. Generally speaking, it is overall policy. It is Govern- 
ment procedures that they find interfere with the growth and develop- 
ment of small business. 

However, let me put into the record very quickly that-we have at 
times asked some of these men to give up their time and their business 
to serve as actual participants on loan committees. They have actually 
made recommendations on loans. We did that in New England in the 
disaster loan program, and by their knowledge of our program and 
by interspersing with them other people that were obtained from rec- 
ommendations from the Governor and elsewhere, we set up a loan 
review committee composed of these advisers and other people who 
actually reviewed the applications and who had knowledge of the 
applicants, and they made recommendations on loans. 

Now, they did not have authority to decline the loans. If they did 
not recommend approval, that it had to go on to the regional director 
or come into Washington for complete decline. But those men worked 
nights, and I am sure Mr. Seely-Brown would have knowledge of that, 
for 3 or 4 months, and only by being able to recruit personnel from 
the community could we get out the volume of work that we did, and 
the same thing was done in the Carolinas. 

Mr. Mutter. Now, let me ask along that same line, what precau- 
tion, if any, was taken to see to it that a consultant did not review 
the application for a loan of his competitor ? 
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Mr. Barnes. In our policy statement and in the information that 
is submitted there—and they signed it—they are asked if they deal 
with any matters that relate to a competitor in any way; they are 
asked to completely disqualify themselves either from that matter or 
completely from the board. And I am sure that that is a basic part 
of this whole activity. 

Mr. Mctrrer. I am sure that the committee wants to be certain that 
you have in mind that not only would it be unfair to have one man 
pass upon the application for credit of a competitor, but he ought not 
even see the application. 

Mr. Barnes. Of course, that is not done except in disaster loans, 
and the disaster-loan program is usually one in which businessmen 
of this caliber are not usually involved. I am sure you would under- 
stand that if you are familiar with the applications. 

Mr. Maness. Mr. Barnes, has the agency at any time made a per- 
centage breakdown of the cost of operation for the actual cost of 
processing a loan? Or have you completed a cost analysis of the 
processing of a loan by your Administration ¢ 

Mr. Barnes. By individual loans? 

Can you answer the question, Mr. Hanna? 

Mr. Hanna. We have not yet made a complete cost analysis of the 
processing of a loan. There are many areas of work involved in 
which a financial specialist may be working. For example, part of 
his time would be devoted to financial counseling; part of it, perhaps, 
to the administration and servicmg of loans; part of it to closing. 
We do not feel at the present time that we have had adequate experi- 
ence to be able to isolate costs pertaining only to that of processing 
the loans. We are studying it at the present time, and I hope in the 
near future we can develop such cost figures. 

Mr. Barnes. For complete accuracy, of course, you have to have 
each man keep a time record of exactly what he did during the day 
and pick up a cost analysis. I think in my final statement I will 
cover that. 

Mr. Mutrer. But there is one thing I think the committee is anxious 
to know, and that is this: Of course, from the beginning we knew 
we would run into what would appear to be exorbitant sums if you 
were to retain a lawyer in each of your regional offices to process 
applications, and, of course, there was no objection on the part of 
the committee at that time, at the beginning of the program, to farm 
it out to lawyers on a fee basis. But we woud like to know whether 
or not the time has not. come when, instead of doing it on a fee basis, 
it should not be done by counsel employed by the agency full time. 

Mr. Barnes. It has come, and the way we decide that is to follow 
the bills. Whenever the bills equal the salary of a lawyer, we dis- 
pense with fee counsel. And in all but two regions we have dispensed 
with fee counsel and have employed lawyers. 

Mr. Eneates. Three regions. 

Mr. Barnes. I believe it is three regions. 

Mr. Mutter. Will you give us a complete summary of that so that 
we can add it to the record ¢ 

Mr. Casazza. Yes. 

Mr. Mvurer. Fine. 
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Mr. Maness. Mr. Barnes, in connection with the definition of a 
small business in your own activities and loan policies of the agency, 
do you have size standard committees ? 

Mr. Barnes. Yes, sir. 

Mr. Maness. What is the makeup of these committees and what are 
their functions ? 

Mr. Barnes. We have representatives of the general counsel’s office, 
from the Financial Assistance Division, from the Procurement and 
Production Division and the economic adviser, and then one of my 
assistants sits on that. Of course, we have constantly been studying 
the problem of size standards, because it is a problem that is fraught 
with all sorts of complications. We have ed out a definition and 
use it as a tentative definition which we kept for our own purpose to 
test it against our programs for some months before we published it, 
and we found that it worked fairly well. We knew we would have to 
amend it from time to time. We left enough elasticity in it so that 
we could deal with individual cases. 

I have here a complete answer to your question which tells the pro- 
cedures that we have used and what we have done in connection with 
the size standards, and then the definition which we now use as the 
official definition. I will file those with the committee in reply to your 
question. 

Mr. Muurer. The first document is entitled “Office Memorandum,” 
dated February 26, 1955, to Wendell B. Barnes from John J. Me- 
Carthy, Assistant to the Administrator, on the subject of definition of 
“small business”; the other is Small Business Administration Bulletin 
No. 83, revised, on the subject of the definition of “small business,” 
Size Standards Committee. 

Mr. Barnes. Now, your question was directed solely to financial 
standards? 

Mr. Maness. That is correct, at this time. 

Mr. Barnes, in your statement of yesterday, on page 7, you stated 
that from October forward you have kept financial assistance loan 
applications on a current basis. Exactly what is meant by that 
statement ? 

Mr. Barnes. By “current basis,” we have established a schedule of 
time in which a loan must be processed, and then roughly we consider 
a current basis the number of loans which we can process with the 
number of financial specialists and other personnel we have in a 1- 
month period, a 30-day period. 

Mr. Maness. What are those figures? 

Mr. Barnes. It shows the schedule from October forward it has been 
less than 350. 

Mr. Maness. In other words, 350 pending loan applications are 
current ? 

Mr. Barnes. That is right. 

Mr. Maness. I have no other questions at this time. 

Mr. Muurer. Mr. Riehlman? 

Mr. RirH_mMan. Just to clarify that, now, I think you gave, yester- 
day, the very same testimony in questioning. 

Mr. Barnes. Yes, sir. 

Mr. Rreui_mMan. But you did give to the committee also the amount 
of loans that were not kept current prior to that time? 
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Mr. Barnes. Yes. 

Mr. RreHuman. Now, that 350, of course, is the number of loan 
applications from the day they are initiated in any one of the suboffices 
or regional offices—— 

Mr. Barnes. And they are officially filed. 

Mr. Rreutman (continuing). And they are officially filed, right 
straight through and including those being held for final action in 
Washington ? 

Mr. Barnes. Yes, sir. It includes the ones that the financial spe- 
cialist is working on, gathering data, and perhaps he is corresponding 
to get additional schedules which were not submitted. It includes the 
ones that the regional director is studying before he passes on them 
and sends them in to Washington, and it includes in Washington the 
ones that are being processed through our financial specialists here. 

Mr. Riruiman. And you feel that you are current if there are 
350 applications pending throughout the United States in the 14 
regional offices and here in Washington, D. C.? 

Mr. Barnes. I do, because they will be cleared through the system 
in less than 30 days. 

Mr. Barnes. On our loan dockets, you see, we retain the dates of 
filing and everything indicating the time action was taken, and it is 
possible each week to look at those and tell if the application we are 
passing on is less than 30 days, and you know that it is a current 

roposition. We furthermore have schedules and charts and we fol- 
ia that very closely. 

Mr. Rreniman. That is all, Mr. Chairman. 

Mr. Mc ter. Mr. Seely-Brown ? 

Mr. Seety-Brown. No. Thank you, Mr. Chairman. 

Mr. Mutter. Mr. Barnes, I think we are almost through with the 
loan phase of your activities. 

Tell me, have there been many loans approved in the region for 
amounts up to $50,000, in any of the regional offices, which subse- 
quent to the approval by the regional office were turned down in the 
Washington office ? 

Mr. Barnes. I answered that, of course, as to the ones that were 
approved under delegated authority. 

Mr. Muurer. Yes. 

Mr. Barnes. As to the overall program, there has been less than 
10 percent since the agency caine into the loan program where the 
Washington office has reversed the field office. 

In the early stages of the program, the percentage ran much higher 
than that—20 or 30 percent. 

Mr. Mutter. That was before the delegation of authority ? 

Mr. Barnes. Well, and before the people became accustomed to the 
program. Each month that figure goes down. 

Mr. Murer. Yes. Now, I wanted to direct your attention spe- 
cifically to those loans up to $50,000 where the regional office was 
delegated the authority to approve. In how many instances has a 
regional office approved a loan up to $50,000 and before disburse- 
ment of the loan or completion of the papers did the Washington 
office take any action reversing the regional office ? 

Mr. Barnes. Where it is under delegated authority, in no case. 
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Mr. Mutter. In no case at all? 

Mr. Barnes. That is right; yes, sir. 

Mr. Mutter. Do you have in mind the case in New York involving 
that steel company ? 

Mr. Barnes. We approved the loan. The loan is now being dis- 
bursed. 

Mr. Murer. No. But my question, Mr. Barnes, is directed to the 
fact that a regional office approved a loan and then the Washington 
office reversed the action of the regional office to which had been dele- 
gated authority to act on loans up to $50,000. Were there any other 
instances like that of the one in New York, where, after the regional 
office had taken action approving it, the Washington office reversed 
the action, and then subsequently reversed itself a second time? 

Mr. Barnes. That is the only one that I know of. 

In my recollection of that, I cannot recall whether we actually re- 
versed them or asked them to withhold action until we examined data 
which we had in our files which was not available to them. 

Mr. Mcurer. Have we received a complete report on that instance 
from the company involved ? 

Mr. Maness. No, sir. 

Mr. Muvrer. Have we asked for it? 

Mr. Maness. We have asked for it, and we have received a one- 
paragraph statement from the administration in response to the com- 
mittee’s request for a status report. 

Mr. Rrentman. How recent a case is it, Mr. Chairman? 

Mr. Murer. Very recent; within a matter of 30 days. Is that cor- 
rect, Mr. Barnes? 

Mr. Barnes. Yes; I do not mind going into that in more detail, 
Mr. Multer, either in this hearing or with you personally. What I 
actually did, as I think I perhaps told you over the phone, was that I 
had certain information that made me want to verify certain things 
before the loan was approved, or was disbursed. I think that even if 
authority is delegated to the regional office, if a regional office is going 
to make a mistake, the administrator is eventually going to be held 
responsible for it, if I have knowledge of certain things. 

In this particular case, I went and talked with this applicant’s 
banker in New York and made a trip myself to reassure myself, and 
on the basis of that conversation and the information the banker 
furnished to me, I directed that the loan should immediately be dis- 
bursed. I have a copy of the letter from the banker. I will be glad 
to furnish you with a copy. 

Mr. Mctrer. Have there been any other instances? 

Mr. Barnes. That is the only instance. 

Mr. Muurer. That is the only instance where a regional office had 
approved a loan in accordance with delegated authority and the 
Washington office stepped in before disbursement and stopped dis- 
bursement at least temporarily ? 

Mr. Barnes. To my knowledge. It was not a reversal. I do not 
mind telling you my views on that. 

Mr. Mvuvrer. You apparently have some reservation as to whether 
or not it should be part of the public record ? 

Mr. Barnes. Yes, sir. 
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Mr. Mutter. So I suggest that what you do is give us a complete 
report off the record. The committee will then consider it and deter- 
mine whether it should go on the record or not. 

What disturbed the committee with reference to that was the fact 
that not only had the regional office authorized the loan, but in that 
instance the regional office had gone so far as to write a letter to the 
bank that was concerned with the matter telling the bank the loan 
had been approved, that it was perfectly all right for the bank to 
make a temporary interim loan until the papers could be processed 
and the loan made by SBA to this applicant at which time the appli- 
cant could then repay the interim loan to the bank. And after that 
letter had gone out from the regional office, and the bank had made the 
interim loan, then further processing of the application was halted 
and certainly if nothing else, on the basis of what had been done 
up to that time, there would have been a liability on the part of the 
agency, I am sure, for inducing that bank to make that interim loan. 

Mr. Barnes. If the chairman please, insofar as legal liability, none. 
The authorizations clearly spell out that an authorization is not a 
contract. It merely sets forth the conditions under which the agency 
will close the loan, As any banker and anyone that borrows money 
knows, the bank says it will make a loan if you can do certain things. 
We do the same thing. 

Mr. Mutter. Yes. But in this instance—— 

Mr. Barnes. At the time of closing, then it become a final contract. 

Mr. Motrer. In this instance, the applicant indicated that it need- 
ed some money immediately. Its banker said, “We will make a 
short-term loan provided the agency will tell us”’—and this was told 
to the agency—“provided the agency will give us a letter to the effect 
that they have approved the loan, and subject to the agency’s getting 
documents it wants that the money will be paid, we will give you this 
short-term loan.” 

There were no if’s or but’s about the letter. I saw the letter from 
the agency to the bank. Then after the bank had made a temporary 
advance on the strength of that letter, word was then sent out that 
the loan would not be processed. 

Mr. Barnes. Of course, Mr. Multer, that was the reason for my 
concern. That was the reason why I personally went to New York 
and talked with the banker. 

If there is any doubt in this committee’s mind about my actions 
in connection with that loan, I would like to request that you go into 
executive session and give me an opportunity to explain it at that time, 
because I do not have any doubt that the committee would concur with 
the actions that I took, and I do not want to develop it in public 
hearing because it relates to the credit matter of the particular 
applicant. 

Mr. Mutter. The committee is in agreement with you that it should 
not be done in public session. 

Mr. Seeity-Brown. Mr. Chaiman, could I ask one question before 
you close the work on loans? 

Mr. Mutrer. Certainly. 

Mr. Rrenitman. Have you disposed of this matter ? 

Mr. Mutrer. Do you want to go to another subject, Mr. Seely- 
srown ? 
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Mr. See_y-Brown. Still on loans, but not on this particular item. 

Mr. Mvtvrer. All right. Let us close this subject, then, this way. 
We will meet your desire on the matter, not at the moment, but either 
at a subsequent date we will have an executive session at which you can 
make the oral explanation or you can submit to us a confidential state- 
ment on the matter which we will then review, and if it needs further 
explanation we will ask you to give it to us. 

Mr. Barnes. I would prefer to do it orally in the presence of the 
committee. 

Mr. Rreutman. Mr. Chairman, I would like that, because I am not 
familiar with it. I think that it is an important thing that the com- 
mittee should be familiar with, and I would like to hear the statement. 

Mr. Mutter. We will agree to do it at another time? 

Mr. Rreu_man. Anytime that is convient for the chairman. 

Mr. Mutrer. All right. We will set up an appointment at another 
time so as not to delay these persons who are here and interested in the 
public hearing. 

Mr. Barnes. Mr. Chairman, if we are finished with that, may I 
not—I beg your pardon. 

Mr. Mutrer. Mr. Seely-Brown has something else with reference 
to the loan program. 

Mr. Srrty-Brown. One final question on the loan program, sir, and 
that is, I wonder if you could outline the steps that would be followed 
in the case which I present ? 

Mr. X goes, for instance, to the Hartford office of the SBA and fills 
out a loan application which is approved at that level. That request 
then goes to Boston, where the loan is disapproved. What happens 
next? 

Mr. Barnes. The loan is not declined in Boston. 

Mr. Srety-Brown. I mean, it is sent 

Mr. Barnes. It is assigned in the Boston office to a financial special- 
ist who investigates the matters submitted and writes his report on it. 
In his report he may recommend approval or decline. Then it goes 
to the chief financial specialist, who is his supervisor, and when he 
finishes reading the report, he puts his recommendation on, whether 
he concurs or disagrees with the financial specialist. Then the regional 
director forwards it and at the time he forwards it he likewise in- 
dicates his view. 

Mr. Sre_y-Brown. It is forwarded to Washington ? 

Mr. Barnes. Yes, sir. 

Mr. Seeity-Brown. And then eventually it comes back to that man, 
and he is advised that the loan is either being approved or disapproved ? 

Mr. Barnes. If it is declined, if it has come from the regional 
office with a recommendation for decline, it is sent to Washington and 
it goes through our procedures here and finally a recommendation 
is made to the Administrator by the review committee as to whether 
the loan should be declined. If all parties recommend decline, the 
Administrator, then—his final action very likely would be to recom- 
mend decline. However, there have been a number of cases where the 
Washington office has recommended approval where the regional office 
has recommended decline. This is not a one-way street. 

Mr. Sreiy-Brown. That is what I am trying to bring out. 
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Mr. Barnes. It is not, absolutely, because I think it is set forth in 
the data that we submitted yesterday. But there are, I would say 
almost 200 loans—perhaps there are a little less than that—I am just 
pulling a figure out of my head—in which the regional office has recom- 
mended decline and the W ashington office has recommended approval. 
The Admiinstrator has approved the loan. 

So it is not the Washington office always reversing the regional 
office and thereby making a decline of the loan. What we try to 
do is to have a consistent program in all parts of the country and use 
the review committee to effect that purpose. 

Mr. See.y-Brown. Now, there is nothing in your program to pre- 
vent a man whose original request has been declined from filing, an 
amended application ‘to meet. the objections which you may have 
specifically raised in declining his loan ¢ 

Mr. Barnes. That is correct, sir. 

Mr. Srety-Brown. In other words, you do everything you can or 
the agency does everything it can to aid the men by saying, “Well, 
we had to turn you down for these reasons, but if you would do thus 
and so, we would be glad to take another look.” 

Mr. Barnes. That is right, sir. We set forth our reasons. The 
borrower is then able to come in and discuss it again with the financial 
specialist in the regional office near his home city and find out exactly 
what deficiencies there were that we thought it was necessary for him 
to overcome to be granted the loan. 

I would say on practically every loan docket there are a number 
where this is the second or even sometimes the third reconsideration. 
In some cases they will wait six months. If their earnings were in 
doubt, they can make a better showing in a few months and indicate 
better credit criteria. 

Mr. Seery-Brown. Thank you. 

That is all, Mr. Chairman. 

Mr. Murer. I do not think that the loan picture would be com- 
plete without telling us whether or not there have been any defaults 
on the loans, and if so what that picture is. 

Mr. Barnes. I have an itemized statement here which I will intro- 
duce into the record indicating exactly the defaults and the delin- 
quencies as of late in January, and what action was taken on those. 

Mr. Mvurer. Does that have names of persons? 

Mr. Barnes. Yes, sir. There were 3 direct loans and 8 participa- 
tion loans. 

Mr. Srety-Brown. Can you make the total figures available for 
the public record and the private information for the confidential 
record of the committee, Mr. Chairman ? 

Mr. Murer. I was going to suggest just that, that we take the 
record you have in front of you, if it is in form for submission to the 
committee, and the committee will take that for its own use and you 

can then give us a summary for the record without names. 

Mr. Barnes. You understand, the only difficulty is that the figures 
might be misleading, in that these are not loans that have been written 
off as losses. These were just loans that were not paid on a certain 
date. 


Mr. Murer. Are they in default now? 
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Mr. Barnes. No. I am sure that many of them are not, because 
this is almost 2 weeks old, and it gives an accurate statement as to 
what has happened and what—— 

Mr. Mutrer. I do think that you ought not to give us any state- 
ment with loans that have gone into default where the defaults have 
been cured unless your statement also indicates that the defaults have 
been cured. 

Mr. Rrenitman. Could I suggest, Mr. Chairman, that we give the 
Administrator an opportunity to review it and give us up-to-date 
information as to those loans that are in default, where there is no 
possibility of their being brought into a current position, and where 
there are any outright chargeoftfs or losses. 

Mr. Enaues. Well, there are no outright chargeoffs, Mr. Riehlman. 
Actually, as of the date of this report, there were only 11 loans out of 
some 660 business loans disbursed that were delinquent. 

Mr. Rreni_man. Well, that does not mean that they are in serious 
trouble, because many, many times in bank loans—— 

Mr. Motrer. In other words, even in those 11 you have not taken 
any action to foreclose or to liquidate or to try to recoup your money ¢ 

Mr. Barnes. No. 

Mr. Enotes. No. 

Mr. Mutrer. They are in default, but they are still not in a situa- 
tion where you are ready to write them off as losses or even to take 
action to collect on the loans? 

Mr. Barnes. No, sir. This is a complete analysis, as of a certain 
cutoff date on January 25, of the payments that were delinquent. 
That is a better word than “default.” 

Mr. Mou trer. Yes. 

Mr. Barnes. And in each case it states why. In some cases they 
have asked for an extension of the payment, a different schedule of 
payments. In one case, I think there is a bankruptcy. In one case 
there was a 

Mr. Mutter. Well, now, stop a moment. On the bankruptcy, was 
it a straight bankruptcy or was it a reorganization, under the Bank- 
ee Act? 

Mr. Enores. No. Let me tell you the story on that loan, because 
1 went into it quite thoroughly. 

That was a bank loan. 

Mr. Barnes. A participation loan. 

Mr. Enates. A participation loan. The company went into bank- 
ruptey. We have receivables involved that are sufficient to pay us out. 
There is no loss involved at all. The company went into bankruptcy, 
but we have sufficient receivables that will pay us off as soon as 
they come. 

Mr. Rreniman. Mr. Chairman, then I would suggest that the Small 
Business Administration keep that document and just give us a sum- 
mary of it, because I do not think it is good to have it floating around 
the committee. 

Mr. Mutrer. No. I do not think we need the details on delinquent 
loans, and certainly not with names. I think your summary that you 
will give us should indicate how long some of these delinquencies have 
existed and what action the agency has taken to cure the delinquencies, 
and then, as to the actual defaults, tell us the complete story as to the 
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defaults, indicating, if that is the fact, that there will be no loss because 
of the security held. 

Mr. Barnes. You understand that, on the bank participation loans, 
the bank services the loans; so until the bank notifies us of some 
problem we do not have as intimate knowledge of those loans as we 
do of the direct loans. 

But since early fall, we have, in casting up our accounts at the end 
of each month, never had more than 4 loans which were delinquent, as I 
recall, and sometimes as low as 2. And that means that the rest of 
them were all meeting their payments at the time due. 

We only allow a 3-day period of grace, which is not for the bor- 
rower’s sake, but just so that we can find out about it through the mail. 
But our loans are on a current basis with the exception of 3 or 4, and on 
this particular cutoff date, there were 11 because we had made an effort 
to find out from the banks. Ordinarily we don’t know. 

Mr. Mutter. Allright. Now, I think you wanted to make a supple- 
mental statement. 

Mr. Barnes. Yes, sir. 

A matter was mentioned yesterday with reference to the authoriza- 
tion and the other figures there. 

The Small Business Act authorizes loans outstanding in the amount 
of $150 million for business loans and $25 million for disaster loans. 
However, against this total of $175 million, only $80 million has 
actually been appropriated and made available for this purpose. Con- 
sequently, we are restricted in the amount of the loans which can be 
approved by virtue of the actual appropriations which have been made. 

In addition to the loans approved, a certain proportion of our admin- 


istrative expenses of operating the agency are likewise charged against 
the revolving fund, aah tends to deplete it further than the amounts 
set against it by reason of the loans. 

It was stated also that on January 31 the balance of the revolving 
fund available for new loan commitments was $30,788,000. In order 
to bring that balance into a more current date, after taking into consid- 
eration those loans spprovey during the period February 1 to 15, 


and assuming that of the loans on hand on the latter date about the 
same proportion would be approved as has been our experience in the 
past, it appears that not more than about $23 million was available for 
new aati as of February 16 of this year. 

That gives you more current data than I gave you yesterday. 

I did not mention yesterday a couple of items which I think the 
committee will be interested in. We have revised the form that we 
have used, the loan-application form. We tried to make a considerable 
reduction over the amount of paperwork that was involved in the 
RFC program and reduced the form from some 16 pages to about 
8 pages. We have a very simple one-page form which we use with 
bank participations, 

We have found, however, that that system did not work as well 
as it might, because in the bank participations they were asked to 
attach exhibits of which in almost every case one or more were 
missing, and the correspondence involved in that took the time of our 
office and furthermore delayed processing the loan. 

So we consolidated both types of forms into one form and prepared 


more extensive information and instructions in connection with it, 
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and that was made available about 3 weeks ago. We sent copies of 
this to all of the banks in the country, and it is our opinion that 
this form will materially simplify the filing of loans and the process- 
ing, because it has spaces for the insertion of the data that we 
must have under the law and under our procedures, and there are 
not likely to be the omissions that there were in the past. 

I do not offer this for the record, but I want the committee to be 
aware that we have a new form which we think will simplify matters. 

Now, I would like to address myself for just a moment to the 
question of whether or not we are doing a considerable volume of 
work in the loan program, and I am talking only of the loan program 
and how this volume compares with past business-loan programs 
that have been in Goverment. I think the committee wants to make 
a realistic appraisal of the job that it has assigned us to do. 

With the total of some 750 people in our agency, by any figures 
which you would use not more than 300 of them are actually on the 
loan program, and that means including some stenographic and filing 
clerks. Now, there are some others, such as personnel and con- 
troller’s employees, part of whose time could be allocated to the 
loan program. But actually working on loans we have about 180 
financial specialists, and the rest are stenographic and clerical people. 

I indicated that the total actions that we took in 1954 were 4,576. 
Now, I indicated to you that while some of those were disaster loans, 
nevertheless that required a volume of work. You had to assign 
people out there. As for the rest, the declines take as much work, in 
many cases more work, than the loans that were approved. In every 
‘ase there, what you have is a gray situation. It 1s easy to tell black 
from white, but when you get into your various shades of gray, 
it takes longer study and it takes more data, so that the 4,500 loan 
actions should be kept as an overall indication of the volume of 
work. 

Some 2,100 loans were approved, of which almost 1,200, I think— 
1207 business loans were approved, and 1,068 disaster loans were 
approved, in addition to the financial counseling which was not 
previously done in Government-loan programs. Now, in comparing 
that with other activities—and this comparison is not invidious; it is 
merely for the sake of perspective—I have the business loans that 
were authorized by the RF over the years, but I do not have the 
personnel they used on them because it is not available; in addition, 
some were assigned to other type programs, such as rubber and tin 
and things of that nature. In some cases in their program they had 
a blanket-type program which we have never gone into, and that 
would run their numbers up higher. But it would certainly indicate 
that in the early years of the RFC when they first began making busi- 
ness loans, that the volume of work that was turned out by this agency 
exceeded that, and that we approved considerably more loans, both 
volumewise and percentagewise. 

Down until approximately 1951 and 1952, their programs were 
somewhat restricted, but even at that time they had a considerable 
number, more employees, and they did not engage in financial coun- 
seling. And the total number of loans approved does not compare 
favorably in volume with the work that we were doing with 300 
people. 
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I will be glad to let you have that for your purposes, whether you 
wish to put it in the record or not. It is merely to give you perspec- 
tive on the two types of programs. 

Mr. Mutter. You have made your comparison with the overall 
loan program of RFC? 

Mr. Barnes. Yes. It is not possible to break it down. 

Mr. Mutter. You did not break it down so as to make a comparison 
with the SDPA program of RFC? That would be more like your 
program. 

Mr. Barnes. Well, the fact is, however, that this is so much larger 
than that. I mean, the SBA’s volume of work is so much larger— ~ 

Mr. Muurrr. I appreciate that. You are dealing with much wider 
fields. But your loan activity is more like that of ‘the Small Defense 
Plants Administration rather than the overall RFC program. The 
lending program was the same as far as it was a lending program, 
but 

Mr. Barnes. Yes. You understand that the SDPA only recom- 
mended the loans. The RFC actedonthem. They would be included 
in these figures. 

Now, another reference that I constantly hear is as to whether the 
SBA program as relating to small business is more or less liberal, 
we will say, than the RFC program. Of course, a number of our 
people worked in RFC and have intimate knowledge of their programs, 
and we have made an analysis of the RFC program as related to small 
businesses and our own and of the differences identified, and in each 
case have indicated where we have more authority to make a loan than 
the RFC had or where we have less. 

These in particular indicate the extensions of authority under the 
SBA loan program as compared to the RFC. 

I think in all fairness to the SBA program, this committee should 
have knowledge of this, because many Members of Congress are not 
familiar with this and have an entirely erroneous idea about the pro- 
grams of the two agencies, and our ability to grant loans in some 
situations where the RFC could not do so. And I think that this 

Mr. Murer. That was one of the faults we found with the agency 
before you took over as Administrator, that they were following too 
closely along the lines of RFC, while Congress intended that this be a 
much broader program. 

Mr. Srety-Brown. That is right. 

Mr. Barnes. I believe that you should have that in the record. 

I believe, since the record will be made available to other commit- 
tees, that it would be useful. 

Mr. Murer. You do not want the top part that you folded over? 

Mr. Barnes. No; just the other part. 

Mr. Murer. Suppose we just take that off, and we will ask the 
reporter to put this right into the record as part of Mr. Barnes’ 
statement. 

(The document above referred to is as follows :) 


COMPARISON SBA LENDING POLICY WITH RFC 


1. RFC did not look with favor on loans where primary purpose was to re- 
finance existing indebtedness, whereas there is no prohibition for making this 
type loan by SBA. 


2. SBA stresses ability to repay loan from earnings—RFC stressed collateral. 
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3. SBA permits maturities of up to 10 years—RFC discouraged maturities in 
excess of 5 years. 

4. Under provision of law, SBA can permit 90 percent deferred participation 
in bank loans—RFC by law was limited in its participation to 70 percent in leans 
up to $100,000 and 60 percent in loans over $100,000. Therefore, SBA is more 
liberal. 


5. SBA loan applications which appear impossible for approval are frequently 
rearranged as to amount, terms, and conditions, so that financial assistance may 
be given applicant. 

6. SBA policy of approving small loans when collateral is thin, but earnings 
record is satisfactory and management good. RFC would not make loans under 
such circumstances. 

7. RFC primary objective, the function of making loans—SBA objective, to 
aid and encourage small-business firms. 

8. An intangible factor is the determination of the Administrator of SBA to 
interpret the policies established by the Loan Policy Board in as liberal manner 
as possible consistent with sound lending practices. These policies are definitely 
being applied with greater zeal and concentration on small business with full 
realism of the problems with which they are constantly being confronted. The 
resolute determination to finance competent small-business men is being vigor- 
ously and successfully carried out. The many other functions of SBA tend to 
enhance the lending program and establish confidence in the Administration as 
a source of financial assistance not otherwise available. 

Mr. Barnes. Now, each time a loan is closed, I write a letter to 
the borrower and indicate to him that Government credit has been 
extended to him under this act of Congress and that it has been our 
discretionary decision that he should have this type of assistance, 
and that his sincerity with regard to his obligations would justify 
our action, and that he will expect to observe the contractual docu- 
ments and that sort of thing, and we get a number of replies, and I 
think this committee would be interested, since you sometimes may 
hear other types of reports from borrowers to whom we were not able 
to make loans, you should hear some from ones where we have made 
the loans. 

So I will not offer these into the record, but give you some letters 
from people who have found our services to their satisfaction. 

Mr. Mutrer. I might say for the record that in addition to com- 
»laints that we have received from some Members of Congress, we 
hove also received some very laudatory letters from Members of 
Congress. 

Mr. Barnes. Mr. Chairman, for what this is worth, there are 
1 or 2 loans that I think that you should know about, and that I 
have enjoyed having something to do with myself. 

For instance, we had a loan to a development corporation down in 
Arkansas in a small city that had a very serious seubpbet of economic 
distress and all that sort of thing. They had persuaded a large 
meatpacker and poultry processor to move to their community if 
they could find him a place to operate their business. They had 
raised the money locally for part of it. Their bank had backed 
them in part of it. And yet they were not able to completely finance 
the transaction. If they could put it across, it would provide not 
only employment in the city, but it would provide an outlet for poultry 
products within a 30-mile radius around the city. 

They came to us and we made suggestions that they go back and 
work with their banks and bring themselves within our program. 

We approved the loan, and when they signed their documents, they 
signed a lease with a company that had a triple A Dun & Bradstreet 
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rating that would more than pay for the cost of the construction 
during the term of their loan with us, and they were so enthused 
about it they had a day of celebration and all ‘the business houses 
closed in celebration over it. 

I think that type of thing is good to know, that it does happen 
occasionally. 

In another case, we had a concern from down South who came to 
see us and had developed an item, a vehicle, that the Marines desired 
to use in their activities. It had been developed competitively with 
other companies, the other companies all being large companies. 

This vehicle was more efficient and more effective, and they could 
produce it at considerable savings, I think some $20,000 or $30,000 per 
truck. It was a very ingenious device. I am sorry I do not have a 
picture of it here, because I know you would enjoy seeing it. 

They needed in excess of $150,000. We were able to work with 
them and with 2 banks and made a loan which altogether was consid- 
erably in excess of $150,000, but that was our share of it, to finance 
this contract, and thereby they were able to get the contract. 

That was the only matter that was in doubt, because we had to give 
them a certificate of competency also. They have, as I recall, paid 
off their loan, completed the contract, and the Marines have their 
vehicles at a savings to the Government approaching $1 million on 
the 1 contract alone, and I thought that is the type of activity that 
should be noted. 

We feel good when we can do that, but we cannot always do it, as 
you know. 

T think there is much in the loan program of which we can be proud. 

Mr. Mutrer. I think we can proceed to the other phases of your 
work. 

Mr. Seely -Brown, do you have some questions on any other phases 
of this agency’s work? 

Mr. Srety-Brown. Not at this time, Mr. Chairman. 

Mr. Mutrer. Mr. Maness? 

Mr. Maness. Mr. Barnes, in item 8 of your response to the chair- 
man’s letter you indicate a detailed list which states that: 

Exhibit 8 is a list of the names and addresses of all small-business production 
pools in existence at the present time. 

Mr. Barnes. Yes, sir. 

Mr. Maness (reading) : 

Those created by the Small Business Administration are marked with an 
asterisk. The remainder were created by the Small Defense Plants Adminis- 
tration and are still in existence. 

For the record, would you indicate the total number of active pro- 
duction pools created by SDPA and your agency? 

Mr. Barnes. This is Mr. Donald A. Hipkins, Deputy Administrator 
for Procurement and Technical Assistance. 

Mr. Hipxuns. There are 11 on an active status. 

Mr. Barnes. There are 11 that are active, out of 28. 

Mr. Hipxtns. There are many that are in a standby status by their 
own preference. 

Mr. Barnes. By “active” we mean that they can bid on contracts 
and have an organized activity. 
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Mr. Maness. In your statement of yesterday, Mr. Barnes, on page 
15 you state that under the procurement assistance program for the 
period August 1, 1953, to January 

Mr. Barnes. | beg your pardon. What page? 

Mr. Maness. Page 15: 

For the period August 1, 1953, to January 25, 1955, procurements amounting 
to $436 million were reserved for competition among small-business firms exclu- 
sively. 

How much of this reserve program was actually awarded to small 
business, if you know ? 

Mr. Hrexrins. May I answer that, Mr. Barnes? 

Mr. Barnes. Yes. 

Mr. Hrexrns. As of right now, about $188 million worth has been 
awarded. 

Mr. Manerss. To small-business concerns ? 

Mr. Hipxins. That is correct, sir. 

Mr. Barnes. For the reason, you understand, that action under the 
joint-determination program precedes by about 6 to 8 months, and 
sometimes longer, the actual letting of contracts. 

Mr. Maness. On page 17 you state that you have completed an 
arrangement and by it have been given constant information on policy 
matters. 

What was the exact date of that arrangement ? 

Mr. Barnes. It was January of this year. 

Mr. Hirxrns. Early in January. 

Mr. Barnes. The first week in January. 

Mr. Maness. On the same page you continue to state that there 
remains a number of areas on which you are presently working and 
which will be developed in the future to increase further the share 
of business allocated to small business. 

Would you please tell the committee what are some of these areas 
that you are now working with the Department of Defense on ? 

Mr. Barnes. Yes, sir. It would be necessary for me to give a little 
larger picture in answer to that question, The defense oarene 
last year amounted to some $12 billion—in the neighborhood of $12 
billion. Through the people that were available to us on our payroll 
we had to make decisions as to where we would assign them so that 
they could review the greatest volume of that procurement. 

We knew from the type contracts that there was only some $6 bil- 
lion of it that would be the type of thing in which there would be 
possible opportunity for small business. We screened jointly with 
the military some $6 billion, almost half of the total Government 
yrocurement. We could not have done any more, I will say, without 
havi ing additional personnel. 

Of that, we determined that there was some $550 million of the 
procurement that was suitable for manufacture by small business, and 
the Defense Department concurred with us in some $436 million. 

Now, as indicated, there is about $180 millon of that where contracts 
have presently been let. There will be additional contracts let in the 
future on the joint determinations that have been made in the past. 

So much for the overall picture. 

We have not been into certain areas of procurement where we think 
that in the future we will want to discuss and jointly develop with 
the military. For instance, we review only contracts that are opened 
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to public bidding. We do not review contracts that are let by negotia- 
tion except in certain instances. 

Mr. Hipxins. We do not review any classified contracts. 

Mr. Barnes. We do not review any classified contracts. We do not 
review any contract that is a research and development contract. 

Those are matters which we will hold future discussions with the 
military on toward seeing if there is any increasing share that could 
be given to small business. 

Now, Mr. Hipkins, did you want to elaborate on that question any 
further ? 

Mr. Hrexrns. I think one of the other areas in which we are making 
explorations is with respect to the negotiated and advertised contracts, 
in an effort to increase the number of bid invitations by advertisement 
and to decrease the number by negotiation. That is one of the areas 
that we are working on through this man that we have now in a 
liaison capacity. 

Mr. Barnes. He is working at a policymaking level. 

Mr. Hrexrns. In the Defense Department. 

Mr. Srery-Brown. Could I ask a question in that connection, Mr. 
Chairman? 

My. Mutter. Mr. Seely-Brown. 

Mr. Srery-Brown. Certainly in your statement yesterday, and I 
think it is correct, you have indicated that as we shift over from a 
wartime to an uneasy peacetime economy, certainly there is going to 
be a curtailment, or at least you anticipate a curtailment, in certain 
types of defense spending which immediately makes the procurement 
market more and more competitive. 

Mr. Barnes. That is correct. 

Mr. Seety-Brown. Obviously, in that kind of competitive market, 
the little fellow gets hurt most. 

Is it your feeling from the general statement that you made that 
if you had sufficient money in your agency to hire more personnel, 
you would be able to aid the small-business man in this new and more 
competitive field of Government procurement ¢ 

Mr. Barnes. I would say yes to the question, because we would 
either aid him in the procurement field or, if he turned to civilian 
production, by reason of being unable to be a successful bidder, we 
have the products assistance program and other programs which | 
would like to go into and aan additional data on. 

Mr. Srety-BrowNn. In other words, additional personnel, in your 
opinion, would actually benefit the small-business man as he finds 
himself in the squeeze of a shiftover ? 

Mr. Barnes. Yes, sir. We have been into that with the Bureau of 
the Budget, of course, but I think that this committee should review 
what we have and what we are doing, and I think your recommenda- 
tions would be welcome. Certainly I would say that adequate person- 
nel to do the job that you assigned to us is more important than legis- 
lative changes, at present. The activities of this agency might be well 
compared to a bank that has thirty-and-odd branches and loans in 
excess of $5 million a month, and which has a purchasing department 
which reviews purchasing which is about the size of Sears Roebuck or 
Montgomery Ward. 

Obviously, if we have X number of personnel, we must assign them 
to programs in the order of the importance that we believe the pro- 
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grams will allow, but your recommendations certainly will be helpful 
as to how many people should be assigned to the task and what pro- 
grams should be expanded or contracted. 

Mr. Sre.y-Brown. I can only judge the general feeling by the mail 
that comes across my desk from the small-business men in my com- 
munity. Certainly I am for increasing your staff if—and I am sure 
you feel as I do—if it can actually be shown on the record conclu- 
sively that an increased staff will help. That is what we are anxious 
to do; to help the little fellow who is certainly coming to us. Your 
agency has been very cooperative, I know, in the contacts I have had 
downtown. I want to make sure that if more personnel were made 
available, you in your considerate judgment feel that additional per- 
sonnel could be transmitted immediately into more help for the people 
whe need it. 

Mr. Barnes. I answered your question, yes, and that is my feeling, 
sir. 

Mr. Mutter. I think it will be much more helpful if you will give 
us some specifics and indicate how much more money and how much 
additional personnel you would need for this program to carry it on 
as efficiently as the Congress wants it done. 

Mr. Hiexrns. We have that and can submit it. 

Mr. Barnes. Mr. Chairman, in order to lay a background for your 
understanding on this, I will refer to the data on each of these pro- 
grams, which I gave for your consideration yesterday, so that your 
committee will have it in your files, and will describe it briefly as I 
give it to you, and then do just that thing. 

Mr. Hiexrns. First, if you will, I would like to submit this state- 
ment on joint determinations by months from August 1953 through 
January. 

Mr. Mutter. That is submitted for the record ? 

Mr. Hipxrns. Yes, sir. 

Mr. Mutter. There is nothing classified in that? 

(The matter referred to follows:) 


Small Business Administration procurement assistance program, joint 
determinations 
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Mr. Hiextys. No, sir. That is a question of record. 

And this is the answer to the question that Mr. Multer asked. 

Mr. Mutter. Before we get into those specifics, just hold that for a 
moment and see if we cannot get the general matters cleared up on 
the record. 

Do you know whether or not all research and development con- 
tracts are within the nature of classified contracts, or are many of 
them not classified ¢ 

Mr. Barnes. My impression is that some of them are not. 

Mr. Hrpektins. We review some of the nonclassified ones. 

Mr. Mutrer. Is there any reason why small business cannot par- 
ticipate in those research and development contracts that are not 
classified ¢ 

Mr. Hiekrys. I think to some extent they can. 

Mr. Mutter. How about the negotiated contracts? There are some 
negotiated contracts, of course, that are classified, and some even top 
secret, but are there not many negotiated contracts that do not come 
within the classification of classified and there is no reason why a small- 
business man should not be permitted to negotiate those contracts? 

Mr. Hirxrys. That is correct, sir. We do review some of those 
negotiated contracts, but not all of them to any extent. Of course—— 

Mr. Mctrer. And you do not review all of them because you do 
not have the personnel ? 

Mr. Barnes. We have 12 people assigned to Defense Department 
procurement agencies full time. 

Mr. Mutter. There is a requirement that prime contractors must 
indicate what part of their contracts are being subcontracted, and 
there are directives outstanding from some departments that they 
must actually subcontract a part of their contract. 

The committee has been advised that in those contracts where the 
primes have been indicating that they are giving away a part of their 
contraets to the subs, and even where they are indicating where the 
required percentages being given to subs, there has been no inquiry 
made as to how many of those subcontractors are actually owned by 
or affiliated with the prime. 

Has your agency made any investigations into that ? 

Mr. Barnes. Yes, sir. I believe that that is incorrect information 
that has been furnished, because the Defense Department, in their 
contracts requires that the contractor list his total number of em- 
ployees with affiliates. Of course, if the contractor misrepresented 
that, that would be sufficient grounds for canceling or voiding a con- 
Pees and there have been one or two instances where that has been 
done. 

Mr. Mutrer. Is the definition of “affiliate” sufficiently broad to 
cover owned or controlled subsidiaries ? 

Mr. Barnes. It is quite broad, yes, sir. It is broader than “sub- 
sidiary,” and I think that the record should be corrected. 

On some of the development contracts, the Defense Department 
itself lets those to small businesses. They do that because many of 
these electronics concerns and laboratories are themselves small, but 
I did not represent that we necessarily review all of those. We do not. 


Mr. Muurer. Thank you. Now I think we are ready for that 
detailed information. 
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Mr. SeeLy-Brown. Could I ask one question also, Mr. Multer? 

Mr. Murer. Certainly. 

Mr. Srety-Brown. As I understand it, under the law, the Depart- 
ment of Defense is required to consult and cooperate with the Small 
Business Administration, or maybe the law says it vice versa. I am 
not a lawyer, obviously. But what I am wondering is if you actually 
do have any authori ity other than that. In other words, do you have 
any kind of club you can hold over any body’s head to say “we reall 
insist that this contract, whether it is negotiated or not—that a small- 
business man gets a change on a negotiated bid?” 

Mr. Barnes. Yes, sir, we have three. We, of course, have the joint 
determinations program which is becoming, as I said yesterday, in- 
creasingly effective. Now, that was not based on an idle guess. We 
have figures that indicate that where we initiate these determinations, 
that is, we recommend that this contract be set aside for small busi- 
ness, and the Defense Department concurs with us or disagrees with 
us, now, the first 6 months—that is, up until June of last yvear-—— 

Mr. Hrpxrns. From August 1, 1953 to June 30, 1954, the Defense 
Department concurred in 65 percent of those cases that we indicated 
should go to small business and in the period from June 1, 1954, 
through January 31, 1955, they concurred in 85 percent of the cases 
which we indicated should go to small business. 

Mr. Srevy-Brown. In other words, let us make this now a personal 
problem. If somebody writes to me, a small-business man writes to me 
and feels that he should be allowed to participate on a negotiated 
bid, is the best thing for me to do to send him, or direct his inquiries, 
to you so that you could determine whether or not the items which he 
is concerned about falls into your category, and would you then be 
prepared to go to that with the Department of Defense to ask—I say, 
not a particular person, but I mean that that particular item be con- 
sidered as a small-business item, if it possibly missed your screening ? 

Mr. Barnes. Well, what you are talking about in joint determina- 
tions is opportunities to bid. Very likely, we would take action on 
that contract 6 months before your man ever heard of it. 

Mr. Srety-Brown. I see. 

Mr. Barnes. It would have been finally determined if it was not to 
be set aside for small business, it would be too late by the time he wrote 
to you or to have that item set aside for small business, because it 
would already have been acted upon some months in advance. 

However, we would advise him what he should do to get on the 
bidders’ list for the next similar type contract on similar types items, 
and would take the information he furnished 

Mr. Mctrer. May I interrupt you? 

Mr. Barnes. Yes, sir. 

Mr. Murer. But if it is an item that they have not awarded under 
joint determinations, either because they had overruled you or rather 
because they would not agree with you, or you had missed it and had 
not taken it up with them, there would be no point in telling them to 
try to get in and get that because it had been awarded to big business, 
but you could then take the matter up with the Department so that the 
next time a similar item came through, you could then have it on your 
joint determinations program and try to get it to small business ? 

Mr. Barnes. Yes, sir. 
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Mr. Hrexins. We would endeavor to get it set aside as a joint de- 
termination. 

Mr. Barnes. Yes, sir; and we would endeavor to get him on the 
bidders’ list for that item, even now even though it was not on the 
joint determination list. 

Mr. Mutrer. I see. 

Mr. Barnes. That occasionally happens, that they may bid on the 
other ones. Small business is not excluded, but it is not set aside for 
small business, you see. 

Mr. Seety-Brown. I do not want to clutter your office with addi- 
tional mail from a Congressman, but this type of problem that I 
mentioned comes quite frequently across my desk. 

Now, there is one other question, sir. It concerns distressed areas 
or areas where you have surplus labor. What help can your procure- 
ment policy be in areas of this type. 

Mr. Barnes. Of course, we can take any and all people that are 
capable of bidding on Government work and make certain that they 
get on Government bidders’ lists, so thet they have information and 
an opportunity to bid on all that procurement that they could supply 
any place in the country. That is the first thing that we could do. 

You spoke only of procurement. So I will limit my answer to that. 

Mr. Seety-Brown. Yes, sir. In other words, you determine and the 
Department of Defense concurs with you that X item can be assigned 
to small business ? 

Mr. Barnes. Yes, sir. 

Mr. Srety-Brown. Then is there any way, either in the Department 
of Defense—and they can testify on this later—is there any way in 
your own agency where once it has been determined that X item is 
an item that is a small-business item—is there any way that you try 
to aid the man that comes from an area that is in trouble to get that 
kind of contract, or does that just go to anybody in the small-business 
field. whether he comes from a distressed area or not ? 

Mr. Barnes. We aid him by explaining to him how he can get on 
the proper list so that he has opportunities to bid. Our offices can. 
assist him with advice and instruction sheets and other matters relating 
to how to bid properly, but that is as far as we can go in procurement. 
I’rom there on it is the Defense Department’s responsibility, of course. 

Mr. Mutter. Do we not have a provision in the law, that a dis- 
tressed area may take contracts at a Aightly higher cost to the Govern- 
ment ? 

Mr. Barnes. Yes, sir, but you see that is beyond our activities. 

Mr. Seety-Brown. That is what I am getting at. In other words, 
you have actually no authority in that field. 

Mr. Barnes. That is right, sir. 

Mr. Srety-Brown. I wanted to make sure because I do not want to 
bother you with that kind of question if that is not your proper busi- 
ness, 

Mr. Barnes. Phere are other things that we do, as I indicated, but 
they are not procurement. 

Mr. Seety-Brown. Certainly. 

Mr. Mcutrer. Along the line of procurement, we interrupted you 
as you were answering Mr. Seely-Brown’s question. You gave the 
joint determination part of your program as one way of being assist- 
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ance or having a club over the head of the other departments. There 
is another provision in the law that gives you a second club. That is 
for SBA to take prime contracts in its own name. 

Mr. Barnes. Ves, sir. And the third is the certificates of com- 
petency. Now, I do not think it is the frequency with which those 
powers are exercised so much as it is that they are present. 

Mr. Mutrer. Asa matter of fact, you have not exercised your power 
to take the prime contracts, at all? 

Mr. Barnes. No, sir. 

Mr. Mutrer. Will you tell us why ? 

Mr. Barnes. Yes. The SDPA experience with prime contracts 
was not what you would call a happy one. Of the 9 contracts all 
but 2 of them were finished as problem contracts, and in taking a prime 
contract at least the awarding was done under the SDPA program. 
It was an expensive operation for the Government. In addition to 
the work provided for and funds that are paid by the procuring agency 
for the items called for under the contract, we had to have engineers 
and other people to follow it very closely, which is an additional cost 
to the Government in procurig those items. 

Now, the prime contracts function when exercised by the SDPA, 
was used to put procurement more frequently in the hands of con- 
tractors who were, shall I say, perhaps not the best qualified con- 
tractors, in some instances, and it would be my purpose, if I ever 
used the power that is under that section in the law—and I think it 
should be used only as a standby power, chiefly to be used in wartime 
to obtain contracts and farm them out to small companies very 
quickly—but I think it should be used only in an instance where it was 
felt that small companies were not obtaining a certain type of work 
that they were capable of doing, and then it should be subcontracted 
by us only to companies with outstanding performance ability so that 
there would not be that element. of loss or distress about the power. 
Now, as I say, we have not exercised it. We regarded it merely as a 
standby power. We have only seen one instance in which it could 
have been, in my opinion, properly exercised. We were able to solve 
that situation with a certificate of competency and a loan. 

I think it may come up more often in wartime, as it did in the past 
during the Korean war, and it is not as likely to come up in peacetime. 

Mr. Meurer. Of course, we in Congress in recommending that pro- 
vision had in mind not so much giving you standby authority as put- 
ting you in a position to say to the Defense Department, or any other 
defense department, “If you are not going to give this to small busi- 
ness, we are going to take the prime contract and we will subcontract 
it to small business.” 

Have you had occasion to say that to the Defense Department ? 

Mr. Barnes. No, sir. I have no reluctance to use the power whiat- 
soever. The only thing is that I think it should be properly used, and 
there has not been a situation in which I myself was convinced that 
it should be properly exercised. 

Mr. Srety-Brown. There are tremendous practical problems in- 
volved in that kind of program. 

Mr. Barnes. That is correct, sir. 

Mr. Srevy-Brown. I can see that. 

Mr. Barnes. For instance, we now have maybe 5 or 6 engineers in 
the Washington office. That force would have to be immediately ex- 
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panded. For every contract you took, you have to have an additional 
number of engineers. It is a burdensome thing for the Government 
unless there are other justifications for using it. As I say we are 
getting along. 

Mr. Mutter. I think we will recess at this time until 1:30. It may 
be possible for us this afternoon to meet in the large hearing room 
of the Public Works Committee. Mr. Maness will check on that now, 
and he will post a notice on the door if we do move. 

So I suggest you come back here. The Public Works Committee 
hearing room is 1302, just one floor below, and I think we will be more 
comfortable there if the room is available, but I suggest you come back 
- here at 1:30 and we will either resume here or there will be a notice 
posted on the front door and we will go downstairs. 

(Whereupon at 12:05 p. m. the subcommittee recessed to reconvene 
at 1:30 p. m. the same day.) 


AFTERNOON SESSION 


Mr. Rrewiman. Well, gentlemen, this meeting this afternoon will 
come to order. 

I am sorry that I was not here to see at what point we adjourned 
before, but maybe counsel can bring me up-to-date and give me the 
information. 

Mr. Maness. We adjourned with Mr. Barnes presenting several ex- 
hibits in connection with procurement. 

Mr. Rreniman. All right, sir, if you will proceed, Mr. Barnes. 


STATEMENT OF WENDELL B. BARNES—Resumed 


Mr. Barnes. I will present to the committee, chiefly for the benefit 
of the staff, not for the record, except as they may desire to use it, 
a report which was made by the agency to the Joint Committee on De- 
fense Production since the last hearing of this committee a year ago. 
This was made in September of this year and relates to the negotia- 
tions we had during the preceding term in developing the Defense De- 
partment directives that are now in use. 

It just is an account of the various changes that were made in the 
clirectives we have worked under with the Defense Department. The 
purpose is that in the questions or in the chairman’s statement the other 
day some reference was made to the various directives that had been 
issued by the Defense Department, and this will give the staff back- 
ground on how those were developed and produced. 

Mr. Mangss. This is not for the record. 

Mr. Rrentman. Do I understand that this deals with the agreements 
that you have with the Defense Department ? 

Mr. Barnes. Correct. 

Mr. Rreuiman. In respect to procurement and joint determination 
in the contracts ? 

Mr. Barnes. Yes, sir. Now for the record I have a series of charts 
which may be utilized or not as the committee sees fit, in connection 
with the report that is to be prepared which shows in chart form the 
various activities relating to procurement, our management courses, 
the number there are and the number there were by months and the 
activity relating to the procurement of subcontracts for small business 
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by our agency. And then various notifications or referrals made by 
the agency to small firms of contract opportunities. 

I don’t offer this with the idea that it is necessary to reproduce them 
in the record, unless the committee so desires. 

Mr. Rieuitman. Well, I would expect, Mr. Barnes, that these would 
be very helpful to the staff when they are going over the activities of 
SBA, and particularly with respect to the project we are considering 
at the present time. 

Mr. Maness. Mr. Chairman, might we not identify them for the 
record ¢ 

Mr. Rreniman. All right, these will be identified as: 

No. 1, the amount of joint determination initiated for the fiscal year , 
of 1955 by months. 

No. 2 is a statement on the status of the administrative management 
courses cosponsored by SBA by months for fiscal 1955. 

No. 3 is a list of the administrative management courses cosponsored 
by SBA as of January 31, 1955. 

No. 4 is a list of the firms notified of subcontracting opportunities 
Ly regions monthly and fiscal year for the period ending January 25, 
1955. 

The last one, No. 5, is a list of firms notified of prime contract oppor- 
tunities by regions for the period ending January 25, 1955. ‘Those 
I am sure the counsel will take under consideration. 

Mr. Srety-Brown. I would like to suggest, Mr. Chairman, that 
those should be made part of the public record because they answer 

uestions that a good many Members of Congress may well ask on the 
Suni of the House during the consideration of this legislation to 
extend SBA’s authorit 

Mr. Rreuuman. W rel, I will take your recommendation under con- 
sideration, discuss it with the chairman, and if it is agreeable these will 
be made a part of the record. 

Mr. Srety-Brown. We don’t want to do anything without the 
chairman’s approval. 

Mr. RretuMay. I agree with you. 

All right, Mr. Barnes. 

Mr. Barnes. Next, Mr. Chairman, is a table which summarizes the 
activity in procurement and technical assistance, indicating under each 
program the amount of activity either in dollars or in publications or, 
as the case might be, a general summary of each of the activities that 
we have been dealing with this morning and which will be dealt with 
in the rest of my testimony this afternoon. 

Mr. Rrentman. This could probably be identified as procurement 
technical assistance, summary of activities—we have two columns, 
fiscal year from August 1, 1952 to July 1, 1954, and from July 1, 1954 
to January 31, 1! 55. 

This information and summary we will take under consideration as 
to whether it will be made a part of the record when the chairman 
returns. 

Mr. Barnes. Mr. Chairman, I made reference in my statement, and 
I think in my testimony this morning, to some publications that we 
had issued with particular relation to the procurement activity. 

We published for the first time a United States Government pur- 
chasing directory which covers all agencies of the Government that 
engage in procurement, not just the Defense Department but the other 
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agencies as well. This was compiled after a great deal of work last 
year, and published first in June. 

It was also made available for sale by the United States Government 
Printing Office and also in the Department of Commerce field offices, 
and some 25,000 copies in all have been sold. Accompanying it is the 
United States Government specifications directory which was pub- 
lished the same way. 

The importance and significance of these two books is this: that 
this information formerly was available in separate places. It might 
be that one service, the Navy, for instance, might have a purchasing 
directory which would relate to their activities alone or perhaps at 
one time it had been published by other agencies of the Government. 

By putting it all together, the small business at a distant location 
from Washington would be able to have at its fingertips the offices 
which customarily and normally buy the type of items that that 
particular business might produce. 

The specifications directory answers a problem that is always pres- 
ent in procurement matters, and that is that the invitation to bid 
identifies certain specifications and they may be at some distant loca- 
tion or they may not be available at all near where the man is located. 

He doesn’t know where to find out what this particular item is that 
is described in the invitation to bid. This tells him where those 
specifications are kept so he has a ready reference as to how to see 
the blueprint and specs on which to base his bid. 

The fact that 25,000 copies of the purchasing directory have been 
sold indicates that that many small businesses across the country and 
probably some large businesses, too, incidentally, felt it was worth 
their while to have this information, and that it saved the expense 
that might be incident to a trip to Washington or maintain perhaps a 
Washington representative. 

We are now engaged in making the first revision of this that will 
be available in about a week, at which time we will furnish all mem- 
bers of the committee additional copies. It is this book to which 
most Members of Congress refer their constituents that write and ask 
how to get on bidders’ lists and things of that nature. 

Also included are detailed instructions on procurement matters so 
that they have the advantage of the best advice that is available, in 
many cases it being prepared right with the assistance of the agency 
itself. 

And as a matter of fact, most agencies themselves now use this 
directory and it is published, as I say, by the Small Business Adminis- 
tration, and we are very proud of it. 

Mr. Rreu_man. It is publicized probably to a great extent in your 
field offices. 

Mr. Barnes. Copies are available in each of our field offices for 
examination by anyone that comes in there. All of our people use it 
in advising businessmen where they should list themselves, and that 
sort of thing. 

Mr. Rren~tman. Then the Small Business Committee of the House 
has a number of those copies, or will we have them? 

Mr. Barnes, I understand we will make them available to the Small 
Business Committee, and these copies we will leave for the staff for 
its personal use. 
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Mr. Barnes. Mr. Chairman, I referred yesterday to the production- 

assistance program, which is a part of this same phase of our work. 
The problem there is that many small firms have difficulty maintaining 
enough research and development staff and employees to enable them 
to have new products available in case the old one begins to slip in 
market or in case they must develop a new product with which to 
substitute for defense contracting they have been engaged in in the 
rast. 
I believe this is a very important program. We began developing 
it a year ago in January. We found that there was a vast amount of 
information in the Government on this subject which would be of 
benefit to business. 

As an example, the Defense Department itself develops many im- 
provements which have a civilian application. In all their contracts 
they provide for patenting by contractors if anything develops during 
the course of the contract. These patents are available for licensing 
at small cost, if any cost, by businessmen for civilian use, and registers 
are maintained as a part of the joint publication program with our- 
selves between the Department of Commerce and the Small Business 
Administration. 

We have, for instance, identified and segregated and described those 
patents and have them available so that businessmen can obtain infor- 
mation about them quickly. 

Another example Ca be the Agriculture Department which con- 


stantly develops new types of products. The council frequently makes 
reference to types of things that they desire to have produced or 
developed. 

There are beginning to be some from the Atomic Energy Commis- 


sion. Many other agencies have information that is of value in this 
general field. The Department of Commerce, for instance, for years 
has maintained vast information on marketing. 

Now, we, of course, did not attempt to duplicate any of this in our 
program. What we wanted to do was to make it available to a busi- 
nessman that could come into an office, one of our field offices, and state 
his problem. We have developed it now to the place where we have in 
some 2,000 cases answered queries of businessmen on the development 
of a product, and in 4 out of 5 have been able to answer the query 
successfully, 

Of course, on some matters there hasn’t been any research and there 
is no information available. We do not stay completely in Govern- 
ment as a source of our information. There are many private labora- 
tories around the country that will do research for a fee. We have 
collected information on those so we can advise businessmen about it. 

In addition, many of the large companies have items which they 
either produce in their own research department or which they have 
offered to them by the public, and which they are unable to use them- 
selves by reason of the volume involved. 

We are in the process of making arrangements with a number of 
those companies to refer these people to us or information on them so 
that small businessmen that ask for information on a particular type 
of product can have his query answered through a clearinghouse 
method at some time in the future. 
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I have selected instances from our files of actual cases, and also 
have a general description of the program. It has not been fully 
developed. 

We do not have very many people on it, but it is one of the programs 
which I think must be regarded as a partial substitute for defense 
contracting as the large volume of procurement falls off, and as, I say, 
there are a number of other Government agencies and departments 
that are working very closely with us in this program. 

Mr. Rreniman. Well, Mr. Barnes, we will accept this information 
and when the Chairman returns take it under consideration as to 
whether we make it a part of the record or keep it just for reference 
of the committee. 

Mr. Sre.y-Brown. With the same reservation that I had before. 
I think that should be in the record. 

Mr. Rrentman. I think it is something that shows the activities of 
what the SBA is doing. 

And this is a pamphlet in connection with the same activity ¢ 

Mr. Barnes. That is right. 

Mr. Rreutman. All right, fine. 

Mr. Barnes. This brings us now to our management assistance 
program, which is one of the activities that are defined by the statute, 
and rather than to go through in detail each of the publications, I will 
merely give a list to the committee of our current publications. 

Mr. RreniMman. It won't be necessary for you to read them into 
the record, Mr. Barnes. We will just take them and make them a part 
of the record, if itis agreeable with the chairman of the committee. 

Mr. Barnes. We circularized each of the people presently on our 
list that are receiving these management and technical aids, and asking 
whether they wished to remain on the list and for their comments 
both as to the utility of the publications and as to other ones that 
they would desire. 

We have tabulated their replies and have included sample replies, 
and I offer that under the same circumstances. 

Mr. Rreutman. All right; they will be taken under the same 
consideration, Mr. Barnes. 

Mr. Barnes. I would like to relate an experience I had at Harvard 
Business School which has just assigned a group to develop a training 
course on small business in the same way that the present fine school 
develops men for some of the larger firms, and they related to me 
that the difficulty they found in developing a course on small business 
was that most of the publications were not directed at the problems 
of the small-business man. : 

If it was a bookkeeping system, for instance, it would relate to a 
business of considerable size and scope and not one that the man would 
have to keep himself in the evenings, and that sort of thing. 

This professor stated that he was finding the most accurate pub- 
lications on business information relating to small business and these 
management and technical aids. I have wondered whether all of 
the publications were as useful as they might be, and I was certainly 
convinced after discussing that with the head of an institution of 
that caliber who was assigned that particular task. 

We have collected all the ones that were published last year into 
one volume, and this has just been produced by the Government 
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Printing Office, and is for sale at, I think, 65 cents a copy, and I 
thought the committee would like to see this since it is just available 
from the press. 

Mr. Rrenuman. All right; we will take this for the benefit of the 
staff and the members of the committee. 

I would like to ask one question at that point. You spoke about 
Harvard Business College. 

Mr. Srety-Brown. Excuse me, they would love to be called “Har- 
yard Business College.” 

Mr. Rreniman. All right; their business course. I will correct 
that so anyone here from Harvard won't be offended. 

Isn’t it true, Mr. Barnes, that you have instituted programs through- 
out the country in the different colleges where they have business 
courses and tried to interest them in a course dealing with small 
business ? 

Mr. Barnes. Yes, sir; we have. 

Mr. Rreutman. Would you just tell us about how many have been 
successful, or how successful you have been—let’s put it that way—in 
interesting colleges in this type of program. 

Mr. Barnes. After 2 courses which were conducted last spring 
to develop the best methods and techniques in putting on such courses, 
we began correspondence with more colleges in the fall, and at the 
present time have, I think, 59 courses in some thirty-odd colleges 
that are being conducted in all parts of the country. I have a map 
showing where those are presently being conducted. 

On the charts that I turned in a minute ago, there was indicated the 
increase by month in the number. The reason there are 59 courses in 
some thirty-odd institutions is that some schools are conducting more 
than one session. 

There are probably about 2,000 or 2,500 businessmen at present in 
these courses, but they are repeated sometimes every 3 or 4 months, 
so that perhaps as many as five or six thousand a year may be 
attending. : 

Included in some correspondence that I am going to leave with you, 
as I did in connection with the financial assistance program this morn- 
ing, our correspondence from some of the men that have attended 
these courses. The idea, of course, is to supply information on man- 
agement of small businesses which the owner may not have been able 
to obtain in his own personal experience. 

It has been our effort not to use any of our personnel in teaching, 
but to leave that in the hands of the institutions themselves, but 
merely to work with them in supplying the material on which the 
course is based. I will leave this correspondence for the staff. 

Mr. Maness. These are copies of originals ? 

Mr. Barnes. They are copies, but I am sure none of them would 
mind 

Mr. Hipxtns. You might mention particularly this course that is 
being conducted in Washington. 

Mr. Barnes. There is at present one being conducted at American 
University out here at which there are, I believe, 79 businessmen from 
the Washington area. I feel sure that American University would 
enjoy having the committee attend, or any of the staff that would 
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enjoy seeing what they are like, and would enjoy attending the 
courses. 

Mr. Hirxins. This is a typical example of the pamphlet that these 
schools get out with respect to the establishment of these courses. 

Mr. SreLy-Brown. Just to make sure there is no confusion with 
regard to the record, it is my understanding that you provide the 
basic information, but that the school or college prov ‘ides the teachers 
and organizes the courses and everything else, is that correct ! 

Mr. BARNES. Yes, sir. 

Mr. SrEty-Brown. Does this duplicate any work that any other 
agency of the Government might de! 

“Mr. Barnes. Not in business management courses. 

Mr. Srety-Brown. That is what I am getting at. In other words, 
the Small Business Administration is the only one of the government 
agencies that is offering this present course on the basis which you 
have described. 

Mr. Barnes. Yes, sir. We, of course, do not offer it ourselves. We 
have this pamphlet which we make available to the school that. indi- 
cates an interest, and then our office supplies them with material for 
the course which we have developed in ies other pilot courses. 

Mr. Maness. In this connection, Mr. Barnes, does the agency pub- 
licize this cosponsorship with the universities ¢ 

Mr. Barnes, Not other than in our reports to committees. We will 
indicate to the Congressmen or Senator from a particular state when 
a course is starting so that he has knowledge of it, and our advisory 
board members are advised and will advise other businessmen, civic 
groups, and that sort of thing. 

Mr. Maness. In other words, the schools on their own initiative 
commence the program, and you help out. 

Mr. Barnes. That is right. 

The next item is a list of where the courses are presently being 
conducted. 

Mr. Rren_man. That will be accepted for the committee’s use. 

Mr. Barnes. It would be my suggestion that rather than to go into 
detail in activities as indicated this morning, it being nec essary to 
indicate how many people it would take to properly conduct any of 
these programs or which ones should be contracted or expanded, I 
think perhaps the best thing would be to invite the committee staff to 
come to our offices and examine them more in detail there and be more 
prepared to report directly to the committee. 

We don’t have any specific data on which to make a recommenda- 
tion here, but I believe it would be more expeditiously handled inso- 
far as the committee is concerned to make that invitation to the com- 
mittee and its staff. 

Mr. Rrenuman. I think that is a very constructive suggestion, Mr. 
Barnes, and I am sure that the chairman would concur in that and 
would be delighted to know that at any time the staff—and I am sure 
that would hold true in most any matter—would be entitled to come 
down and gather whatever information they need. 

Mr. Barnes. I will leave with the committee the present number of 
personnel we have assigned to these programs, not for the record but 
for your use in the event you do, and I hope you do, come to our office 
and go into more detail on these particular programs. 
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Mr. Rrenuman. This is what you would like made available for the 
staff and not for the record ? 

Mr. Barnes. Yes, sir. 

Mr. Rreutmayn. All right. 

Mr. Barnes. Now, I know you have other witnesses and other agen- 
cies to appear. That concludes the information that I had. 

Mr. Rreniman. I think the counsel has some questions that he 
would like to ask. 

Mr. Barnes. All right. 

Mr. Maness. Mr. Barnes, I would like to refer back to your state- 
ment of yesterday, specifically to page 16, the last full paragraph on 
that page, wherein you state, and I quote: 

In collaboration with Department of Defense officials, we negotiated and the 
Department of Defense issued a new directive which materially increased the 


opportunities for small business and made more effective the program of the 
Small Business Administration. 


And then you continue on page 17, the end of that first paragraph, 
and you say: 


This same directive was subsequently revised again in September 1953, and 
is again in process of revision at this time. 


Would you please tell the committee how in connection with awards 
small business has been benefited by these directives ? 

Mr. Barnes. That is fully set forth in the document that was just 
offered to the committee, the report to the Joint Committee on De- 
fense Production, and each item in there is set forth in complete 
detail. 

I think it is long in detail, and unless you wish to go into the 


whys 

Mr. Maness. Well, I haven't had time to study it, Mr. Barnes, but 
[ was wondering whether you could specifically tell us some instances 
where such directive did help small business. 

Mr. Hiextrns. I would like to point out one thing, if I may, and I 
corrected this with the reporter yesterday. Where it refers to Sep- 
tember 1953, it should be September 1954. I corrected that yesterday 
with the reporter, and I am sure that he made the proper change in 
there. 

I think one of the things mentioned earlier today was the increase 
in the percentage of joint determinations that were eventually agreed 
upon between ourselves and the Defense Department in the current 
fiscal year as opposed to the period ending June 30, 1954. 

Up until that time the percentage of joint determinations which 
were agreed upon was about 65 percent of those which we initiated, 
and during the last 7 months ending January 30 the percentage 
of joint determinations agreed upon out of the ones that were initiated 
is about 85 percent. 

In addition to that, we have been afforded an opportunity to partici- 
pate in the preparation of the various Defense Department directives 
which affect and control the small-business activities of the Defense 
Department, something we had not theretofore had the opportunity 
to do. And those are two of the basic things that I believe were cor- 
rected in the revisions of the Defense Department directives. 

Mr. Barnes. In addition to the one mentioned here of changing the 
minimum amount of contracts subject to joint determinations from 
$25,000 down to $10,000, that made a larger number of contracts avail- 
able under the joint determination program. 
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Mr. Maness. You indicated there has been an increase of from 65 
percent to 85 percent in the joint determination program. What is 
the comparative increase in awards from the 65 percent joint deter- 
mination program to the 85 percent program ? 

Mr. Hiexins There has been an increase in the number of joint 
determinations agreed upon out of those which we initiated. 

In other words, out of the 100 percent we initiated they had formally 
agreed to 65 percent, now they hate agreed to 85 percent. 

“Now it is assumed that contracts will result from all of those joint 
determinations that were agreed upon, but the contracts are not 
immediately made, you see. We may arrive at a joint determination 
on an item and it may be several months before the Defense Depart- 
ment initiates procurement of that item. 

Mr. Maness. What is the practice of the agency in following it up 
to see whether the joint determination program agreed to is actually 
awarded to small business ? 

Mr. Hipextns. We follow up on every single one of them that are 
made to insure that eventually there is either a contract made or, in 
some instances, there have been occasions where the requirement for 
the item has subsequently expired and nothing was done about it. 
There have been some cases like that. 

Mr. Manerss. Of the 65 percent you mentioned, what percentage of 
awards were actually made to small business? 

Mr. Hipxrns. I couldn't give you that figure offhand. 

Mr. Maness. Can you supply it for the committee ? 

Mr. Hipxtns. I can, yes, sir. 


(The information referred to follows:) 


SMALL BUSINESS ADMINISTRATION, 
Washington 25, D. C., April 4, 1955. 

OFFICE OF THE ADMINISTRATOR 
The Honorable ABRAHAM J. MULTER, 

Chairman, Subcommittee No. 2, 

House Select Committee on Small Business, 
House of Representatives, 
Washington, D.C. 

Dear Mr. Murer: In addition to the information submitted to you in our 
letter dated March 24, 1955, herewith is information requested on page 184 of 
Report of Proceedings by House Select Committee on Small Business regarding 
contracts awarded as a result of joint determinations: 

August 1, 1953 through June 30, 1954 $101, 689, 661 
July 1, 1064 through January di, 1906-2... od 86, 365, 891 
We trust the above is the information you desire. 
Sincerely yours, 
Wendell B. Barnes, 
WENDELL B. BARNEs, 
: Administrator. 

(Mr. Multer resumed as chairman.) 

Mr. Rreutman. On that point, Mr. Chairman, may I ask this ques- 
tion: 


Is it true, Mr. Barnes, that in most of the areas where military 
procurement is carried on, SBA has men officially assigned to those 
areas ¢ 

Mr. Hrexrys. Unfortunately, sir, because of the few people that 
we have assigned to that particular activity, we are otis covering 
the major procurement activities of the Defense Department. 

We have 12 people who are assigned full time to Defense Depart- 
ment procurement agencies, and we have 6 people who work part time 
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on that activity, so that we are covering the larger procurement 
agencies, such as Wright Field and the Philadelphia Quartermaster 
Procurement. Office and others. 

Mr. Rreuiman. Do you have any idea how many the military people 
have assigned to that field of activity ? 

Mr. Hirxins. No, I have no accurate information on that. 

Mr. Rreunuman. Are we going to have someone from the military 
departments, Mr. Chairman, who will tell us something about that ? 

Mr. Muurer. Yes. 

Mr. Rientman. I might ask this other question, and certainly not 
to embarrass you or the military people. 

What has been the experience of SBA with respect to cooperation 
from the military departments in carrying out this program? 

Mr. Barnes. As indicated by the figures, it is certainly increasing, 
and an increase from 65 percent to 85 percent indicates a wider area 
of agreement from top to bottom. 

I couldn’t answer that in any way truthfully except to say that 
my relations with the Assistant Secretary of Defense for Supply and 
Logistics, his immediate office, are at the very best. 

I think as you get further away from the headquarters of any organ- 
ization, ours as well perhaps, there may be less of that feeling. It 
is a thing that we are building up all the time in every way possible. 

Mr. Rreutman. You are talking of Assistant Secretary Pike’s office ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. In that connection there isn’t any doubt, we have had 
it from conferences directly with the Secretary of Defense and with 
the Assistant Secretary of Defense, Mr. Pike, and with others, there 
isn’t any doubt that at the top echelon that the directives come forth 
showing complete sympathy with what we are trying to do and every 
evidence of the utmost cooperation. 

But the difficulty is, we have found as we went through the country 
the last time and the complaints we are getting again, that when you 
get into the lower levels, when you get into the procurement office, there 
we will find small-business specialists, assigned to and on the payroll 
of the Defense Department to do a job for small business, with some- 
body just above him in the military in that same office sitting on him 
and not letting him do the job. 

Now, the committee found that in many parts of the country—and 
of course as we found it we tried to correct it—but that kind of a 
situation is bound to recur from time to time in different parts of the 
country and in different regions. 

Have you devised any method of sitting on top of that situation and 
being able to bring either to our attention or to the attention of the 
top echelon in the Defense Department, such situations ? 

Mr. Barnes. That is one of the purposes of this liaison arrange- 
ment. In other words, if we have difficulty, we hear of it immediately 
and can bring it immediately to the attention of top people there, and 
vice versa. That is a thing, as I say, we are working on, and I think 
perhaps the Defense Department is best able to testify about it, than 
we are. There is bound always to be some resentment on the part of 
procurement offices, I think, to an agency that must look over their 
shoulder, which is our mission, and I hope that we can do our job in 
the way that Congress intended and give the least offense possible, 
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and at the same time do it as forcibly and as positively as Congress 
intended that we should. 

Mr. Murer. I don’t want any one to get the impression that this 
is a general situation throughout all of the regions, but one region may 
be operating perfectly or in complete cooperation from top to bottom, 
and another region will get just one man in one particular procure- 
ment office who i is out of sympathy with it, and it reflects badly on 
everybody concerned. It 1s only by being completely alert to the 
situation that we can find out about those situations and correct them. 

Now, I don’t think that we have cured them all, but certainly those 
that we have found out about we were able to correct. 

I hope it is not going to be necessary for this committee to go through 
the country year after year to pick up the 2, 3, or 4 offices that need 
correction in that regard, and I am sure the committee is hopeful 
that your agency will be able to spot those situations, and when you 
do, if you can’t correct them yourself, bring the problem to us, and I 
think we can bring enough pressure to bear to get it corrected. 

It may be embarr: assing, or if not embarrassing at least you may not 
feel that you ought to go to the top of an agency and put yourself 
in the position of complaining : about subordinates in that other de »part- 
ment, but if you call them to our attention, we won't hesitate to get 
the situation corrected. 

But we have got to devise some means of picking those weak spots, 
finding the w eak spots as they occur. 

Mr. Rrenuman. If I could add to that, Mr. Chairman, just this 
one thought: in our tours throughout the country, and as a result of 
our own activities right here in Washington, we recognize that one 
of the greatest potentials that the small-business man has is his hope 
to get something in the way of Government contracts from the military 
departments. 

He can’t take the primes, but he has got to be where he can get some 
of the subcontracts, and someone has got to be actively engaged in 
following his interests in the Department of Defense. The one thing 
that I am perturbed about is that we do not have enough civilians 
working in liaison with the Department of Defense as far as SBA 
is concerned. 

I have nothing against the military departments, or their officials, 
because I have had a lot of dealings with them; and I know Secretary 
Pike, and I know at the top echelon he has some splendid people with 
high ideals who want to do a good job. But I am not altogether satis- 
fied myself with the manner in which they carry out at that level 
their small-business duties, and I would be one of those who would be 
most interested in seeing a few people representing SBA substituted 
for people representing military departments, and doing maybe a 
more constructive aud a better job for SBA and looking out for our 
small-business people. I think that we have observed a need for that 
wherever we have been in many of these bad areas, and unless the 
little producer throughout the Nation is recognized and kept going 
in these times when we hope we are going into a peace period, we are 
not going to have them when we need them in an emergency. 

It is vitally important that the big prime contractors be constantly 
alerted to the fact that there is someone looking out for the interests 
of the small-business man, and the Department of Defense and the 
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military departments and the SBA have got to do something about 
seeing that subcontracts are divided among those small-business men 
who are qualified to produce the portions of end items that are neces- 
sary for our defense organization. 

Mr. Barnes. Mr. Riehlman, one of the charts that I filed a minute 
ago shows the number of calls that we have ourselves made separate 
and apart from any other program whatsoever on prime contractors 
on this very subject, in other words going directly to the prime con- 
tractors and doing everything we can with persuasion, which is all 
we have to use. And we have tried as best we can to collect figures 
on it. 

Mr. Rrentman. I commend you on trying to go a good job, but 
I am not entirely satisfied that you have a sufficient number of people 
in the field watching as closely as is necessary to protect the small 
industries to see that they get their proper share of these contracts. 

That is all I have, Mr. Chairman. 

Mr. Muurer. Thank you, Mr. Riehlman. 

Mr. Barnes, would you care to comment about the suggestion that 
the small-business specialists who are now on the payroll of the 
Defense Department and responsible primarily to superiors in the 
Defense Department be transferred to your agency and to your pay- 
roll, of course, increasing your payroll accordingly, and making them 
responsible to you, and having them work in these various procure- 
ment offices as they are doing now. Would that be feasible? 

Mr. Barnes. I think that we, as Mr. Riehlman has indicated, need 
more people in the field. 

That is evidenced by the fact that we took jobs that were allocated 
for this purpose and assigned them to the loan program because of 
the volume of activity there, applications which had to be processed. 
There isn’t any question about that. It is in the record. That 
is what we did, and we had to do it to meet the demands of the loan 
program. 

However, I think that we have established good working relations 
at the top. I wouldn’t be inclined to make the recommendation that 
you suggest at all as long as there is sincerity on the part of the Defense 
Department in trying to increase their own small-business program. 

I feel that there is sincerity now at the top, and I believe that our 
programs can be made increasingly effective. I think it, however, is 
a matter that should be kept under study. 

Mr. Mutter. I, for one, would like to avoid a situation that exists 
to some extent today where one agency must act as the watchman over 
another agency. It means duplication, it means in many instances 
you have 2 men doing the work of 1 man. One man is supposed to 
be doing it and the other man is watching him. 

If we could have one man do the job effectively, I think that would 
be fine. I can easily see the difficulties that would arise, could arise 
by having one man being responsible to you and actively working in 
another agency. At the same time, we must overcome the difficulties 
of those few who don’t cooperate. 

Whether it is worthwhile continuing to have a SBA representative 
in each region who is going to be the watchman of the small-business 
specialist in the procurement offices or not, I don’t know. 

Mr. Seety-Brown. That certainly is a good question. 
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Mr. Rieutman. I think, Mr. Chairman, it is something that needs 
our study and careful attention as we go forward here in our program. 

Mr. Muurer. There is the question about putting some of “these 
documents in the record that has been left open, Walter. 

(Discussion off the record.) 

Mr. Srety-Brown. Could I ask a couple of questions? 

Mr. Muurer. Surely. 

Mr. Sreety-Brown. Mr. Barnes, as I understood your testimony, 
does the Small Business Administration provide procurement assist- 
ance for small business seeking both Government contracts as well 
us private contracts ¢ 

Mr. Barnes. Yes, to the extent that we try to call on prime con- 
tractors of the Government and by persuasion get as much of the 
contract subcontracted to small business as possible. That would be 
civilian work, but it still has a Government phase to it. 

Mr. Sre.y-Brown. Am I correct in my understanding that you 
have made a very re: al effort to build up the procurement- -assistance 
program as well as the management-assistance program without in 
any way curtailing your loan ‘activities, that you are making a very 
sincere and real effort to build up this other function of the Smail 
Business Administration ? 

Mr. Barnes. Yes, sir. 

Mr. Seety-Brown. And do I gather from your testimony that you 
believe that program is one which could and should grow ? 

Mr. Barnes. Yes, sir. 

Mr. Srerty-Brown. Would you care to venture the possible hope 
that as that procurement-assistance program and as the management- 
assistance program grow and develop, the need for loan and assistance 
might decrease ? 

Mr. Barnes. Well, I would say “Yes.” 

Mr. Srety-Brown. In general terms. 

Mr. Barnes. In many instances it is clearly evident to me that 
some of the things that are done under the nonlending program 
provide as much or more benefit to the business involved as a loan 
would. 

Mr. Seriy-Brown. That is what I am getting at, because to many 
people you are a loan agency, period. 

Mr. Barnes. Yes, sir. 

Mr. Sreiy-Brown. And I thing that whatever we can do to adver- 
tise the other activities in which - you are interested and those other 
areas in which you give very real help, I think anything we can do 
to encourage the devi elopment of that part of the program, which is 
in complete accordance with the law, that anything we can do to help 
that cause certainly all of us want to do. 

I just have one other question, Mr. Chairman, and it might almost 
more properly be your question, because after all, I am not on this 
subeommittee, but I was just wondering if Mr. Barnes had submitted 
for the record all the items that he felt should be submitted regarding 
his testimony. 

Mr. Barnes. Yes, sir; we have submitted all of that. 

Mr. Seety-Brown. That is all, Mr. Chairman. 
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Mr. Muurer. Mr. Barnes, I don’t think this has been covered. You 
indicated that you have done a rather good job in getting a good 
percentage of awards or rather set-asides of bids as a result of your 
joint determination. 

Do you get sufficient notice, does small business get sufficient notice, 
does your agency get sufficient notice of all of the prime contracts that 
are being let by Government so that you have ample time to get in 
and make your claims for joint determination ? 

Mr. Hiexrns. In those procurement agencies where we have full- 
time representatives, that is correct, sir. 

In those agencies where we do not have full-time representation, 
there very often are occasions where we do not get the opportunity, 
and that is because we don’t have the people to cover the agency. 

Mr. Muvrer. What agencies are those where you do not have full- 
time people / 

Mr. Hipxrns. I have a list of all of the agencies in which we have 
full-time or part-time people or which are not covered at all, which I 
will submit for the record. 

Mr. Muvrer. And that will be broken down showing where you 
have full-time and where you have only part-time people. 

Mr. Hipxins. Yes, sir. 

Mr. Murer. Do you have any suggestions as to what can be done 
to correct that situation so as to give you ample notice so you could 
zo inand make your claim for small business ? 

Mr. Hrextns. We have indicated in one of the exhibits, Mr. Barnes 
submitted awhile ago, the number of people we thought would be 
required in addition to those which we now have to give a better cover- 
age of this entire situation. 

Mr. Mutrer. Without that additional personnel, you don’t think 
you could do that job properly ? 

Mr. Hirxtins. No, sir. I don’t know whether I am speaking for 
Mr. Barnes or not. I don’t think it is possible to do it. 

Mr. Barnes. You have to choose between these important pro- 
grams, and we make the best distribution of our employees that we can. 

Of course, if the loan program slacks off for any reason, we would 
assign people to these other things. 

Mr. Murer. Would this be a fair summary: that as of today and 
for the peda that your agency has been in existence, small business 
has not been getting and is not getting its full fair share of business 
that it could do for Government, and that if you had additional per- 
sonnel you would be able to do a better job for small business ? 

Mr. Barnes. Unquestionably we could screen more of the procure- 
ment and thus could develop more contracts in the joint-determina- 
tion program. 

I baleen that I would have to answer that the Congress has in- 
dicated that they felt a proper share would be some place in the 
neighborhood of 30 to 33 percent, which was about what it was during 
the Korean war. Iam not sure that it can be that under future condi- 
tions with the type of weapons that are being used. I am not sure 
that it can be that high. 

And certainly our own figures indicate that from August of 1953 
when this agency came into existence until the present, until the latest 
figures we have, the percentage of prime contracts going to small busi- 
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ness had increased from 16 percent to in the neighborhood of 20 per- 
cent. I think that is the best way I can answer your question. 

I am sure that the people from the Defense Department who may 
testify will have more current figures on that percentage than I now 
have. 

Mr. Srety-Brown. Could I ask a question right there. In connec- 
tion with what Mr. Multer has just said, wouldn't it be also a fair 
statement to say that while the figure may not be at the 35% percent 
level, were it not for the Small Business Administration and the work 
you are doing, it might be considerably lower than at the present 
inoment. 

Mr. Barnes. Of course, I believe that. 

Mr. Srety-Brown. That is what I am getting at. In other words, 
while you may not have reached the goal that some of us seek, were you 
not doing the job you are, we would be w ay off the goal. 

Mr. Barnes. I think that unquestionably the Defense Department 
itself would let many of these contracts jomtly determined, if left to 
their own devices, would also put those in the hands of small business. 

Hotvever, I think that by having such a program there is assurance 
that the rights of small business to a fair share will be guarded. 

Mr. Mutter. There is a trend, it began about 2 years ago, for big 
business to expand and take over or put in as part of their own facili- 
ties, considerable work which had theretofore been subcontracted. 
Do you care to make any comment about this? Has the situation 
changed? Is it the same or is it worse ¢ 

Mr. Barnes. Well, sir, that is a development of industry that does 
not only pertain to defense contracts. It gets into the whole subject 
of automation and the things that we have been hearing about this. 

I don’t think that that is done as often deliberately as it is done for 
competitive reasons or by reason of the type of product or weapon 
that they are producing in the case of defense work. 

I am not making a defense for big business, you understand, but I 
happen to know something about what some of the current aircraft 
are like as compared with the ones that were being produced only 3 or 
t years ago and it involves more work on the part of the prime con- 
tractor and there may be less small-business work simply for the reason 
there are few units per month that can live off of it. 

Now as to the general field. The general subject of automation, if 
that is what you meant to ask me about, accompanying it has been a 
growth of some 3 million people that are now w orking, as I understand 
it, in companies that are produci ing the machines to install automation 
in some of the largest factories so that that isa part of the phenomenon 
we have asa change i in flexible economy. 

Mr. Mvurer. That was not quite what Ihadinmind. The situation 
that was brought to our attention was one where subcontractors had 
been doing the work for the prime and, of course, it was much more 
economical for the prime when the time came that he had the time to 
expand and, of course, the money with which to expand, he simply put 
that kind of a shop into his own factory as part of it, and the subcon- 
tractor was out of business. There was a good deal of that going on 
2 years ago and last year, too. 

I was wonderi ing what the situation was with reference to that. 
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Mr. Barnes. I have made checks myself and, of course, it is pretty 
hard to pin it down, Mr. Multer, because they will tell you and show 
you costs figures, saying that this costs the Government less and that 
more or less forestalls our saying anything more unless we can prove 
to the contrary. 

Mr. Mutrer. We have a special subcommittee that has been set up 
for the aircraft industry because we know that that is a very toug 
problem and has angles to it that are peculiar to that industry. 

But we do have the same situation outside the aircraft industry and 
I thought you might be able to give us some information about that. 

May we ask you to suspend for a few minutes, Mr. Barnes, and take 
a recess personally for a few moments and we will ask Congressman 
Teague to come forward. He would like to make a brief statement to 
the committee. 


STATEMENT OF HON. CHARLES TEAGUE, UNITED STATES REPRE- 
SENTATIVE FROM THE 13TH CONGRESSIONAL DISTRICT OF 
CALIFORNIA ° 


Mr. Teaeve. Thank you, Mr. Chairman. This will be very brief. 
I am here to read a very short telegram and to ask that it be placed in 
the record if possible. 

Mr. Mutter. Congressman, may I identify you for the record, 
please, sir. This is Charles M. Teague, of the 13th District of Cali- 
fornia. 

Mr. Tracur. Thank you, Mr. Chairman. 

I received this wire yesterday. 


That is all I have, Mr. Chairman. I would like to offer that for 
the record. 
(The telegram referred to is as follows :) 


Los ANGELES, Cavir., March 1, 1955. 
Congressman CHARLES M. TEAGUE, 
House Office Building, Washington, D. C.: 

Pursuant to your correspondence with Dingeman, we wish to inform you that 
our 750 new car dealer members in southern California express an overwhelming 
desire that the Committee for Small Business be retained. Your efforts in this 
behalf will be appreciated. 


Moror Car DEALERS ASSOCIATION OF SOUTHERN CALIFORNIA. 


Mr. Muvrer. Thank you. You might advise these people, Con- 
gressman, that we have set up a special Subcommittee No. 5 of which 
Congressman Roosevelt is the chairman, which will deal particularly 
with the problems of these dealers. 

Mr. Teacvr. I will do that and I will get in touch with Congress- 
man Roosevelt and ask to appear before his committee. Thank you 
very much. 

Mr. Muurer. Thank you for coming in, sir. Now, Mr. Barnes. 

Mr. Barnes. In further answer to your last question, this question- 
naire that was sent out to our advisory board members in all sections 
of the country asked that same question: “Is the contracting work 
being pulled back into the large factories?” As I said, the opinion 
of these businessmen will be given 

Mr. Srecy-Brown. Could I interrupt there because you raised a 
very important question ! 

It has been brought to my attention in certain areas, and I cannot 
tell whether the allegation is true or not but that certain plants were 
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able to expand tremendously as they had to during the war, with 
Government money, and that now that the squeeze is on they are 
bringing back a lot of that subcontr: acting into the Government-owned 
part of the plant and that obviously it is 5 cheaper to manufacture cer- 
tain items on that basis than it would be to subcontract it out to the 
small businesses. Where is the small-business man left in that deal? 

Mr. Barnes. Yes, sir. Of course, you understand that in =e 
tax amortization a number of small companies took advantage of it 
too. I haven’t seen any comparative studies, but I know that is the 
case. 

There might be one other area right on this general subject that 
would be of interest to you. That is our definition of small business 
for use in procurement matters. 

We have, as you know, retained the same definition that has been 
used by the Defense Department, that is 500 employees or less being 
the definition for procurement. 

We have never been satisfied with that definition and are not at 
present. There are administrative problems involved in changing 
it, however, and we have not done anything about it until we could 
evolve another and better definition. 

One of the things that we are working on at present in the Size 
Standards Committee which we intend to discuss in the future with 
the Defense Department are proposed revisions of that definition. 

I didn’t enumerate that when I was asked the other areas of things 
that we proposed to work on. We now have that under study and 
have a lot more material to use to support any change in that definition. 

Mr. Mutter. Well, of course, Mr. Barnes, we wrote into the law 
a new definition of small business because we found from experience 
that the numerical standard was a very bad one. It just didn’t work 
out. We occasionally had a company with 600 or even 1,000 employees 
which was still small business, and sometimes you had a company 
with 5 employees, which was big business. 

Now is there any difference of opinion between the various depart- 
ments as to whether or not they should follow the definition that we 
wrote into this law in section 203 ? 

That definition, you will recall, does say “for the purpose of this 
title” so they could resist it, and other departments could resist this 
definition if they wanted to, but this is the intent that Congress has 
written into this title : 

A small-business concern shall be deemed to be one which is independently 
owned and operated and which is not dominant in its field of operation. In 
addition to the foregoing criteria, the administration in making a detailed 
definition may use these criteria among others: a number of employees, and 
dollar volume of business. 

Now is there any resistance to that definition in any of the other 
departments ? 

Mr. Barnes. No, sir; but the problem is that in order to take a 
more accurate definition, there are probably maybe four or five thou- 
sand people in the Defense Department that have to work with that 
definition and the 500-employee definition is easily administrated to 
make decisions in connection with their program. 

We think a more accurate definition could be developed and are 
working on one. We haven’t proposed it yet because we haven’t got 
it worked out ourselves but there are unbelievable problems that I 
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think perhaps only Solomon could determine in connection with this 
general subject. 

I mean the situation where a large company hires a small company 
as a distributor. We must find a more accurate definition. 

Mr. Mutrer. What we had in mind, as Mr. Seely-Brown indicated, 
we weren't too pleased with this definition. We were very much dis- 
pleased with the other definition and we thought the thing to do would 
be to make a very flexible definition so that we would err in havi ing 
a firm coming in as small business rather than excluding them. 

Has the Defense Department indicated in any of your joint deter- 
minations, conferences and discussions that you should not assign any 
business to certain companies because of the definition of small busi- 
ness? Did you get any resistance there in that connection ? 

Mr. Barnes. No, sir. I think it is correct to state that when the 
problem arises it has been dumped in our lap and we try to judge all 
the equities and come up with the right answer. It causes some very 
bitter hearings, and discussions, sometimes, however. 

Mr. Mutter. On the procurement level, after commitment has been 
made, have you run into any situations where procurement officers will 
say: “Well, Lam not going to give this contract or this award to some- 
one whom you had sent one as small business because he is not small 
business ¢” 

Mr. Hrexrns. We have had cases where they have referred the ques- 
tion to us as to whether a specific concern is, in our opinion, small 
business concern within that 500 limitation. We have had cases, of 
course, and this was the purpose of the issuance of the certificate of 
competency, where the contracting officer for some reason does not 
want to make the award to the lowest bidder, and then it is referred to 
us under a certificate, but we have had cases where the question of size 
has been referred to us for a determination. 

Mr. Murer. Well, I do hope you will let us have the benefit of your 
thinking just as soon as you have completed your studies as to what 
the definition should be, and we will probably pursue that with the 
Defense Department, too. 

Mr. Srety-brown. Isn’t it true, also, Mr. Chairman, that you could 
cive a small-business firm under this definition a contrac t, and the next 
thing you know that small-business firm has expanded beyond the 
limitations of the bill? 

Mr. Hiextins. That is correct. 

Mr. Sre.y-Brown. And that can happen and when it does that puts 
you across the barrel again. 

Mr. Murer. I am afraid that we are never going to please every- 
body. 

Mr. Hrextins. Mr. Chairman, we would like to have the benefit of 
the thinking of your staff with respect to that problem to assist us in 
developing this particular area of definition. 

Mr. Meurer. I am sure that we can arrange to sit down and discuss 
that informally and off the record before coming up with any new 
definition either as regulation or change of law. 

Is there anything you would like to tell us, Mr. Barnes, about the 
efforts of your agency to encourage prime contractors to award sub- 
contracts to small business 

Mr. Barnes. Yes, sir. I have already put some statistics in the 
record as to the number of calls we have made. Each of our offices 
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is instructed to follow closely the synopsis of procurement published 
by the Department of Commerce which sets out the major prime con- 
tracts let in the area and then within the limitations of their man- 
power to call on the prime contractor and discuss the amount of sub- 
contracting he is going to find it possible to do and by persuasion, 
which is the only weapon we have, to try to increase that as much as 
possible and to tell them what services we can offer them in the way 
of finding small companies to do particular jobs of work under the 
contract. 

That has been very successful in some activities. I think, for in- 
stance, I should mention that the Atomic Energy Commission has 
been very cooperative with us in bringing this general program to 
the attention of their prime contractors and, within reasonable limits, 
insisting that they get in touch with our field officers for referrals of 
small companies that could do part of the work. 

They made some detailed statistics. I remember one month last 
year we got a report from our Cleveland office that they had had more 
than 500 calls from Atomic Energy Commission prime contractors 
asking for the names of firms that could perform subcontracting. 
The exact statistics have been given in another chart. 

Mr. Mutrer. Have you had occasion to collaborate with the Gen- 
eral Services Administration in connection with their activities so that 
you could give small business a fair share of their procurement ? 

Mr. Barnes. Yes, sir; we consulted with them at regular intervals; 
I mean frequently. Much of their purchasing, as you know, is either 
off-the-shelf items or, in some instances, large purchases of strategic 
material. 

The off-the-shelf items, by their very nature, about 80 percent of 
them—is that right? 

Mr. Hrextns. That’s right. 

Mr. Barnes. About 80 percent of them come from small business 
originally, so we have in each of our field offices tried to locate our 
offices either adjacent to or in the same building with the General 
Services Administration so that we can refer companies to their office 
and back and forth in case of small companies seeking contracts or 
seeking to sell supplies to the Government. 

I may say that there are several other agencies that we have had 
cooperated programs with at various times. The SEC does not have 
field offices in all the places where we have offices, so that we have 
arranged to make available at our field offices information on how to 
issue securities, and that sort of thing, what their regulations are in 
places where they do not have offices 

We also consult carefully with the Federal Trade Commission and 
the Antitrust Division of the Justice Department, so that they each 
have small-business sections, and we keep our people informed, and 
when we identify a problem that should be handled by those regula- 
tory agencies we refer them to them. 

There are other procurement agencies, such as the Veterans’ Admin- 
istration, and 1 or 2 others, that, by reason of lack of personnel, 
we haven’t established anyone over there or reviewed their procure- 
ment, but have consulted with them and met with them, and they 
have their procurement people together. That has been the extent 
of what we could do with our personnel. 
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Mr. Muurer. Are there any Presidential directives outstanding 
direc ting any of the other departments to consult or cooperate with 
you? 

Mr. Barnes. No, sir. 

Mr. Mutrer. You haven’t had occasion to ask the President to issue 
any such directives ? 

Mr. Barnes. No, sir. 

Mr. Maness. Mr. Barnes, if I might go back to the loan-activities 
program, I have another question. 

I notice from the report of your office for the period February 1 
to 15, 1955, Report of Business Loan Application Activities, there is 
an item “Withdrawn by applicants, 733 applications.” 

It would appear to be a great percentage of the applications filed. 
Is there any reason why such a great number of applications are 
withdrawn ? 

Mr. Barnes. I would think that would be—that is a total figure that 
is accumulative through 18 months. 


-Mr. Maness. Accumulative to the total figure of 4,000 applications 
filed. 

Mr. Barnes. Yes, sir. 

Mr. Maness. Would that not indicate a large percentage of with- 
drawals of applications filed ? 

Mr. Barnes. It might more likely and I think it does indicate that 
a considerable number of applicants, after they had assembled data 
and were in the process of getting a loan approved by us, got a loan 
epproved by a bank and withdrew for that reason. 

I believe that in the material we furnish you, there may be a 
breakdown as to the reasons for withdrawal. The most frequent 
reason for withdrawal is that they obtained financing from the bank. 
A participating bank indicates it will participate and as we accumu- 
late the information, they may decide that the loan is of sufficient 
quality that they will take all of the loan in which case that loan is 
marked as a withdrawal. 

We do not feel that is an unfavorable statistic. We feel that the 
agency has performed its function if they haven't backed out and 
needed financing. 

If they do not get the needed financing, they do not ordinarily 
withdraw. 

Mr. Muurer. Is there any instance where the applicant is told his 
application is to be denied or declined and he then withdraws it, so as 
not to have a formal denial on record ? 

Mr. Barnes. I can’t think of any, sir. More often we have had a 
few withdrawals, where there is a change of form of business during 
the course of the application. 

I mean a partnership will become a corporation, a partner will buy 
out another partner, that sort of thing which usually results in a 
withdrawal. 

I am sure there is a breakdown which indicates the application is 
refiled, in some cases, no, and in many, many cases the bank, itself, 
takes the loan. 

Mr. Maness. Just one more question. In connection with the ap- 
plications for loans, if vhe Small Business Administration receives 
information, anonymous information or other information which is 
derogatory toward the applicant, what opportunity is the applicant 
given to refute such derogatory statements ? 
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Mr. Barnes. Well, Mr. Maness, we are dealing in a credit area 
where there is always usually information in the hands of the borrower 
that you do not discuss with the applicant. 

We develop all the information that is possible and we expect a 
frank and full disclosure in the application, and the borrower, as a 
matter of fact, is under penalty of law if there is not a full and 
frank disclosure. 

But many times, in fact, in many areas of loans there is a difference 
in judgment, difference in appraisal, property and that sort of thing, 
so we on practically every loan are in possession of information 
which, in a sense, is derogatory to the loan. 

We try to dev elop our information on as accurate a basis as possible, 
but there is not the same thought as there is in an accusation in a 
criminal proceeding that a man has a right to face his accuser and that 
sort of thing. 

If it is information that we feel we should go back to the applicant 
on, we do, or we try to ascertain from different sources what tle actual 
facts are. 

Mr. Mutter. I think that Mr. Maness has in mind a specific case, 
and I think that should be discussed off the record between the statf 
and the appropriate representative of your office. 

Mr. Barnes. All right, sir. 

Mr. Mutrer. We realize that you are no different than a bank or 
any lending agency in passing upon an application for credit and 
there will be many appropriate cases when you will not discuss with 
the applicant the reasons that prompted you to act. You will never 
get confidential information from sources with reference to credit 
of those who furnish the information know that you are going to tell 
the applicant that you have this, that, or the other thing in his 
credit file. 

At the same time, there are certain things that I think an applicant 
should be confronted with and given an opportunity to explain with- 
out telling him what the source may be, but I think this particular 
matter ought to be discussed between us off the record and developed 
that way before we spread any of it on the record. I am sure there 
will be an appropriate explanation for it. 

Mr. Barnes. I think I should make a little bit of a statement on 
that, Mr. Chairman. That is to this effect. 

I think that one of the things that is encumbent upon a Federal 
official in passing on loans of people is to make certain that their 
previous business relationships with the Government has been of a 
kind and character so that we can now place reliance on their respec- 
tive obligations to the Government. 

We have available, of course, a vast amount of information on previ- 
ous record of people in the performance of Government contracts, 
and from other agencies of the Government, and I can’t conceive that 
anyone would believe that we should make a loan to someone who has 
a previous record of not observing proper relationships, business 
relationships, or other between the Government and its citizens. 

Mr. Mutter. I think there is law on the statute books which pro- 
hibits a contract defaulter ever doing business with the Government 
again, 

Now, whether that statute applies to your agency or not, I don’t 
know but I think that this committee would certainly take the posi- 
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tion that you were justified in refusing to receive an application or 
grant a loan to a contract defaulter, that is one who has defaulted 
under a contract with the Government. 

After looking into all the facts and circumstances and then taking 
that action in accordance with that principle written into another law, 
I think would certainly be justified. Even if it didn’t specifically 
apply here, you might use that as a standard. 

Mr. Barnes. That is the very standard that we have tried to adopt, 
and, of course, it runs through the gamut of human experience. 

There are many types of activities, criminal activities, and other 
things which are brought to our attention. We try not to hurt any- 
one’s reputation if possible that deals with us in applying for a loan 
or anything else. 

Mr. Mutter. I am using the word “contract defaulter” in its very 
strictest sense, of course, I don’t have in mind those cases where, 
after completion of a contract the Government agency says “now 
you have been late in doing it and we are going to apply the penalty 
to you and make you pay extra dollars per day j in accordance with the 
contract for late performance.” 

But, of course, that, too, would be something to consider as one of 
the elements as to whether or not the man is a good risk, what were 
the circumstances surrounding his delay, and so forth, but I don’t 
think we need to try to tell you men how to be loan officers, at least 
we are not going to try to. 

I think that about completes the presentation of the direct case 
with reference to the Small Business Administration, Mr. Barnes. 
We appreciate you and your staff coming in here and being of assist- 
ance, as you have been to us. 

There will be other testimony adduced from other agencies that may 
affect your agency. You may want to assign some member of your 
staff to attend and report. back as to what they may testify, and then 
possibly add some explanation from your agency with reference to 
that. We will have various Members of Congress come in and testify 
either personally or submit statements. 

We intend to do all of that tomorrow. Those that want to come in 
we will hear from them orally or take their statements and put them 
in the record. 

[ think that you ought to have an opportunity to read those state- 
ments and comment upon them. We have one here from Congressman 
Herlong. I will be glad to let you examine that and then after you 
examined the others give us a statement with reference to each of 
those if they require any answer from your agency. 

Mr. Barnes. All right, sir. 

Mr. Muvrer. We also have one from Congresswoman Knutson and 
one from Congressman Horan, of Washington, another from Con- 
gressman Broyhill, of Virginia, Richard Hoffman, of Illinois, and 
Mr. Cramer, of Florida. That is all that has come in up to the present 
time. 

I think we can entrust these to you, and after you have read them 
you may make any notes you find appropriate with reference to them, 
then return them to the committee with any comments that you may 
care to make about them. 

Mr. Barnes. All right, sir. 
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Mr. Mutrer. Congressman Pelly, of Washington, and Congress- 
man Udall, of Arizona, have indicated that they will attend tomorrow 
morning and testify personally. 

Thank you, Mr. Barnes, and members of your staff. 

Now, we would like to have a presentation from or on behalf of the 
Atomic Energy Commission. | think we have Mr. George Taylor 
with us. 

Mr. George Taylor is Assistant Director for Sup lies of the Atomic 
Energy Commission, and he is accompanied by Mr. John A. Derry, 
Director of Division of Construction Supply, Mr. ‘Philip G. Read, 
Small Business Specialist, and Mr. Frank N. Parks, Office of Genera! 
Counsel. 


STATEMENT OF GEORGE C. TAYLOR, ASSISTANT DIRECTOR FOR 
SUPPLIES, ATOMIC ENERGY COMMISSION, ACCOMPANIED BY 
JOHN A. DERRY, DIRECTOR OF DIVISION OF CONSTRUCTION SUP- 
PLY ; PHILIP G. READ, SMALL BUSINESS SPECIALIST ; AND FRANK 
N. PARKS, OFFICE OF GENERAL COUNSEL 


Mr. Taytor. Mr. Chairman, I would like to introduce Mr. Derry, 
who is my superior, and I will proceed to read our prepared statement. 

We are pleased to appear before this committee for the purpose 
of discussing the Atomic Energy Commission’s small business pro- 
gram. Since it was created in 1946, AEC has been responsive to 
congressional expressions of small business philosophy and _ policy. 
Tn this connection, AEC’s most recent statement of policy regarding 


small business quotes, as follows, from the language of the Small 
Business Act of 1953. 

The essence of the American economic system of private enterprise is free 
competition. The preservation and expansion of such competition is basic, not 
only to the economic well-being but to the security of this Nation. Such security 
and well-being cannot be realized unless the actual and potential capacity of 
small business is encouraged and developed. 

Since a small-business program must be an integral part of an 
agency’s procurement program in order to be effective, we believe that 
a brief discussion of AEC organization and procurement methods 
will be helpful to the committee. 

The Government policies which regulate the performance of atomic 
energy work and the major programs that comprise this work were 
set forth originally in the Atomic Energy Act of 1946 and amended 
by the Atomic Energy Act of 1954. These programs are: research 
and development in “private and Government-owned institutions to 
promote progress in atomic energy; control of the possession, use, 
and production of atomic energy and special nuclear material: de- 
velopment and production of atomic weapons; dissemination of un- 
classified scientific and technical information and control of restricted 
data; encouragement of widespread participation in the development 
and utilization of atomic energy; international cooperation to pro- 
mote the national defense and security ; and a program of administra- 
tion consistent with the policies established by the act. 

The Atomic Energy Commission took over the existing plant facili- 
ties from the Manhattan E ngineer District in January 1947. Since 
the transfer, the program has ‘expanded until plant facilities in opera- 
tion or under construction have almost quadrupled. An important 
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Commission policy decision has been to continue MED’s practice of 
contracting with industrial concerns and educational and research 
institutions to construct and operate its facilities. Authority for 
this method of operation is explicitly provided in the Atomic Energy 
Act. The unanimous report of the special Senate committee that 
drafted the original act stated: 

Wherever possible, the committee endeavors to reconcile Government monopoly 
of the production of fissionable material with our traditional free enterprise 
system. Thus, the bill permits management contracts for the operation of Gov- 
ernment-owned plants so as to gain the full advantage of the skill and experience 
of American industry. 

It is our belief that the unique capacity of American industry to 
develop new, better, and more economical ways of doing things is one 
of the principal advantages that our Nation has in the atomic energy 
program. 

Responsibility for the execution and administration of contracts 
has been decentralized to 10 operations offices and their area offices. 
This includes construction and related engineering as well as operating 
and research contracts. The AEC does not operate a central supply 
system or maintain central supply depots for purposes of distribution. 
Substantially all of the materials, supplies, and equipment used in the 
atomic energy program are purchased by our contractors through 
normal commercial and industrial channels. AEC policy requires 
that procurement by its construction and operating contractors shall 
be effected by methods calculated to assure such full and free compe- 
tition as is consistent with securing required materials and equipment, 
and that a fair proportion of the total purchases shall be placed with 
small business. 

With this as background, we should now like to review briefly the 
elements and operation of the AEC small-business program. 

(a) Procurements shall be examined to determine if they are suit- 
able for performance by small-business concerns. 

(6) Maximum practicable small-business participation shall be 
achieved in procurements which are suitable for performance by small- 
business concerns. 

(c) Procurements suitable for performance by small business shall 
be divided into sufficiently small lots to enable small-business concerns 
to participate. 

(d) Subcontracting to small business shall be encouraged regarding 
those items which are suitable for performance by small-business 
concerns. 

(e) The Commerce Department Synopsis on Proposed Procure- 
ment, Sales, and Contract Awards shall be employed to identify and 
publicize advertised and negotiated procurements. 

(f) Tie bids involving one or more small business concerns shall be 
resolved by making an award to a small business concern except as 
provided in ODM Defense Manpower Policy No. 4 (revised). 

(g) AEC small business policies shall apply to groups of small 
business concerns which have been authorized to operate as small 
business production pools and have been certified as small business by 
the Administrator of the Small Business Administration. 

(A) AKC shall cooperate with the Small Business Administration 
in carrying out the AEC-SBA agreement. 

(¢) AEC shall cooperate with other departments and agencies 
which are concerned with small business matters. 
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(7) Managers of operations shall appoint small-business represent- 
atives in their procurement offices and shall require cost-type con- 
tractors to make similar appointments in their organizations. 

(%) Managers of operations shall assist and require their cost-type 
contractors to establish and maintain appropriate small business 
programs and contacts for small business concerns desiring to do 
business with AEC. 

(Z) Small business concerns shall be advised regarding the policies, 
procedures, and activities of AEC and other Government departments 
and agencies concerned with small business matters. 

In the AEC system of decentralized operations, AEC managers of 
operations in the field are responsible for the development of suitable 
small business programs and procedures relative to their direct pro- 
curement operations and the procurement programs of cost-type 
contractors. Accordingly, each AEC field office has established small 
business programs which are consistent with both the above policies 
and the scope and character of their purchasing activities. In AEC’s 

‘ase, purchasing may be a function of a large construction job, a plant 
prodiblinds a special nuclear material or a weapon, a plant processing 
ore, or a Government or university research laboratory. Irrespective 
of the type of activity, the achievement of maximum practicable 
participation of small business and the appointment of small business 
representatives in each AEC field and major cost-type contractor 
purchasing office are elements of every program. AEC is also active 
in the matter of keeping small business concerns informed. The 
latest edition of Selling to AKC is now coming off the presses of the 
Government Printing Office. 

Here is a copy of the publication which we have been using. It is 
being re-released. In a few days a supply will be available and we 
will be glad to make them available to the committee. We are pretty 
proud of this book because it tells people in considerable detail how 
to go about getting a contract with the Atomic Energy Commission 
or one of its contractors. A new edition of the AEC publication, “A 
Guide for Contracting of Construction and Related Architect- 
Engineering Services,” also will be available in a few days. And here 
is a copy of this booklet. The matters discussed in it are separated 
from the operating type of contract. In addition, notices of AEC 
invitations to bid are also submitted for the Commerce Department’s 
Synopsis of United States Government Proposed Procurement, Sales, 
and Contract Awards, and contiauing contacts are maintained between 
AEC and contractor offices of the regional offices of SBA. 

We feel that the AEC-SBA relationship merits special mention. 
AEC assistance to small business is highlighted by an agreement with 
the Small Business Administration. Originally effected with the 
SDPA, it was reaffirmed with SBA in February 1954. 

A copy of the agreement is attached to a copy of our AEC Manual, 
Chapter 9132, which we will make available to the committee at the 
end of this statement. The agreement provides for the establishment 
of working relationships between appropriate combinations of AEC 

tield offices and SBA regional offices. AEC operations, area and con- 
tractor purchasing offices work with the SBA office for the region in 
which they are located. Operating procedures are arranged by the 
respective AEC and SBA field offices. For example, the AFC con- 
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tractor at the Portsmouth, Ohio, project, Peter Kiewit & Sons, Inc., 
advises the SBA Cleveland aaa office of current procurement 
opportunities and the SBA office in turn supplies information regard- 
ing qualified small business concerns. Where practicable, this co- 
operative effort has been extended beyond the scope of the agreement. 

In developing the agreement, representatives of both agencies 
worked together in complete harmony. SBA representatives have 
visited AEC projects and various approaches to the problem, includ- 
ing joint determinations, were considered. In our estimation the 
present arrangement has worked very well. A few examples of the 
results of SBA referrals are as follow: 

1. Carnor Corp., Cleveland, Ohio, aluminum ladders, $11,000. 

2. Winslow Metals Products, Cleveland, Ohio, anchor bolts, $45,000. 

3. White Rock Machine Co., Lorain, Ohio, sheet metal fabrication, 
$12,000. 

4. Scott Machine Works, Painesville, Ohio, valve extensions, $3,600. 

5. Arlington Machine Tool Co., Akron, Ohio, machine work (grind- 
ing, cutting, fitting) , $4,700. 

3. Man-Gill Chemical Co., Cleveland, Ohio, liquid soap, $3,000. 

7. South Eastern Cordage Co., Cleveland, Ohio, rope, $2,800. 

8. Cockshutt Plow Co., Bellview, Ohio, machine work and fabrica- 
tion, $25,000. 

9. Saw & Knife Specialty Co., bandsaws, $1,800. 

10. Telham Electrical Co., Erie, several small bids-awards totaling 
over $40,000. 

On the whole our relationship with the Small Business Administra- 
tion has been most satisfactory. 

Before leaving the subject of procurement, I would like to say a 
word about the dollar value of small-business participation in AEC 
procurement. I noted earlier that AEC places large contracts for the 
construction and operation of its various plants, and that AEC prime 
contractors do most of the purchasing. These purchases constitute 
the real opportunities for small-business concerns to participate in 
procurement for the AEC program. In fiscal years 1953 and 1954, 
AEC cost-type prime contractors subcontracted a total of $1.292 bil- 
lion of which 556 million or 43 percent were awarded to small busi- 
ness. We are particularly pleased with the results during the fourth 
quarter of fiscal year 1954. The total subcontracts during this period 
equaled $120.7 million. Of the total amount $59.7 million or 49.5 per- 
cent went to small busines. This gives you an idea of the overall pic- 
ture. 

For more specific results, here are some very recent figures for one 
of AEC’s largest construction jobs, the Savannah River project. The 
construction contractor is the E. I. du Pont de Nemours & Co. From 
December 1950 through December 31, 1954, the total subcontract dol- 
lars amounted to $548.6 million. Of the total, $245.5 million, or 44.7 
percent, went to small business. 

There is another side to our assistance to small business apart from 
procurement opportunities which ought to be mentioned at this time. 
I have reference to industrial participation in atomic energy. 
Although in its infancy, industrial participation is making definite 
progress. Many concerns, both big and small, are producing nuclear 
and allied products such as radiation detection instruments, protec- 
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tive clothing, protective coatings, remote-control manipulators, and 
various applications of stable and radioactive isotopes, to mention 
only a few. AEC is actively interested in assisting American indus- 
try to partieipate on a self-financed basis in the industrial develop- 
ment of atomic energy. In order to stimulate small business’ interest 
and imagination in this area an article, Radioisotopes and Small 
Business, was prepared by AEC for publication by SBA in its series 
of Technical Aids for Small Business. 

I believe Mr. Barnes mentioned earlier today these technical aids. 
Here is a copy of the technical aid which I have reference to. I un- 
derstand that it has been very popular and that this is the second or 
third printing. To the extent we can, we expect to develop similar 
technical aids in other areas. 

These remarks constitute a brief presentation of the AEC opera- 
tion and small-business program. We feel that we have made sub- 
stantial progress and that we are making steady improvement. We 
are continuing our efforts to assist small-business concerns in every 
practicable manner. 

Mr. Mutrer. Mr. Taylor, I, for one, am pleased to say “Amen”, to 
your statement. 

Mr. Taytor. Thank you, sir. We are proud of what we have been 
able to do in the small-business program. 

Mr. Mutrer. I have heard only good things about your small- 
business program. I hope my colleagues can say as much. 

Mr. RiehIman. 

Mr. Rrenuman. Well, of course, the report certainly is one of great 
interest to me because, frankly, I had no knowledge of the small- 
business activities or work or committee within the Atomic Energy 
Commission organization, so this is most enlightening to me. 

I just wonder if you have any duplication of your activities and 
those of SBA. 

Mr. Taytor. I don’t believe so, Mr. Riehlman. We have a small- 
business specialist in the Washington office on the staff side, and then 
we have small-business representatives in our field offices and we ask 
our contractors, our principal contractors, to likewise have a repre- 
sentative whose responsibilities include looking after small-business 
interests. 

These gentlemen in many cases have other responsibilities as well, 
but they are a point of contact both with SBA in the regions and with 
small-business men. 

Mr. Rrextman. How many employees do you have in the Small 
Business Division in Atomic Energy? 

Mr. Taytor. I believe we would say 11—1 in Washington and 10 
in the field. 

Mr. Derry. That is full personnel. We have one man in Wash- 
ington. 

Mr. Rrentman. And 10 in the field? 

Mr. Derry. One in each of the ten offices. 

Mr. Rreuitman. Apparently, the 10 men throughout the field have 
been pretty active because, if I deduce from these figures correctly, 
you have managed to allot about 50 percent of all of the contracts, 
or pretty close to that, to small industries throughout the country. 

Mr. Taytor. We have been showing steady improvement, Mr. Riehl- 
man, over the years, since 1950, 

62408—55 8 
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I believe our first statistics indicated that 30 percent of the business 
subcontracted went to small business, and our last figures were-——— 

Mr. RreniMan. Forty-four and seven-tenths percent, and it ranges 
from there up to one figure of, I think, about 49.5 percent. 

Mr. Taytor. For the last quarter. 

Mr. Rreutman. That’s right. I think that is splendid, myself. 

I don’t have any other questions at this time. 

Mr. Murer. Mr. Seely-Brown. 

Mr. See.y-Brown. I wonder if you have any recommendations 
which you would like to bring to the committee as to what the commit- 
tee or what the SBA could do to further encourage the type of program 
that you are carrying out ¢ 

Mr. Taytor. Well, I don’t believe I have any recommendations, Mr. 
Seely-Brown. You see, our program is geared to the subcontract level 
because that is where the procurement opportunities exist in our pro- 
gram. I believe I heard Mr. Barnes mention that they are also develop- 
ing something at the subcontract level. That probably is the area— 

Mr. Sreiy-Brown. Do you feel the SBA is being helpful to you in 
this program ? 

Mr. Taytor. Yes, sir, I noted several cases in my statement where an 
AEC contractor made awards to small-business concerns as the result 
of referrals from the SBA Cleveland regional office. 

At Pittsburgh, for instance, where Westinghouse is doing work for 

, estinghouse contacts the Pittsburgh branch office of SBA fre- 
wails and asks for assistance in finding suppliers who can do various 
jobs for them. I read something to that effect in one of their recent 
reports: 

Yes, the Small Business Administration has been of substantial 
assistance to us.” 

Mr. See.ty-Brown. I think that is important. I am not sure you 
are in a position to say so or not, but your recommendation would be 
that the Small Business Administration be kept in existence as far as 
you are concerned to aid in the job that you are trying to do, and that 
their being in existence has already been of very material aid and help 
to you. 

Mr. Taytor. We do need the help of people who are particularly 
well qualified and who have the time to spend to find suppliers in the 
small-business area. 

Mr. Srety-Brown. That is all, Mr. Chairman. Thank you. 

Mr. Taytor. If I may, Mr. Chairman, I would like to add that the 
results of a recent inquiry we made indicate that between 500 and 750 
new small-business concerns per month are being added to our AEC 
and contractor bidders’ lists. 

Mr. Muurer. Is it fair to say that you solved that very ticklish ques- 
tion of definition of small business by letting SBA make the determina- 
tion for you? 

Mr. Taytor. Yes, sir. 

Mr. Mutter. You haven’t had any conflict with them as to definition 
of what is small business ? 

Mr. Tayvor. No, no conflict at all. 

Mr. Mutrer. I notice that one source of publicizing your procure- 
ment needs is the Commerce Department Synopsis of Procurement 
Sales and Contact Awards. 
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A complaint that we constantly get with reference to that is that 
those’synopses are not sufficient to give the interested person enough 
information to determine whether or not he can bid or would want to 
bid. Would you care to comment on that? 

Mr. Taywor. I believe the only comment I have, Mr. Multer, is that 
we do not keep statistics which reveal to us how a prospective bidder 
secured information about a proposed procurement. And I don’t 
have any information upon which to judge how useful it is to them. 

Mr. Mutter. Let meask you this. When you send off your informa- 
tion to the Commerce Department, do you give them full information 
as to what kind of a procurement you are “looking for or what your 
needs are? 

Mr. Taytor. Yes. 

Mr. Mvurer. Give us a particular example of how you would advise 
and what you would advise the Department were your needs ? 

Mr. Taytor. We have a standard format which was developed in 
cooperation with the Department of Commerce and which meets its 
pattern for getting a description of the materials we buy published in 
the synopsis. I think we have a good illustration here which is a part 
of our policy manual. 

Assuming that we have a requirement for paint, we would identify 
the local office where the procurement was to be made, give the full 
name and address of the procurement officer. We would specify the 
commodities we want to buy and the quantities and the approximate 
bid date that we would expect to open the bids. That essentially is 
the information we would provide. 

Mr. Mutter. Do you give them the specifications—in this case it 
was paint—would you give the specifications of the paint ? 

Mr. Tayvor. I think we would give a reference number where speci- 
fications could be—— 

Mr. Muurer. That would be a standard Government specification ? 

Mr. Tayvor. Yes. 

Mr. Muurer. Suppose it were not a standard specification but didn’t 
come within the standard specifications. Would you give them de- 
tailed information as to what was needed ? 

Mr. Reap. Yes, sir. In the case of a construction job, for example, 
there would be a detailed description of what was involved. It 
wouldn’t be just a one-line description. 

We ran into one somewhat humorous situation wherein an office w as 
advertising for fertilizer and added the qualification “barnyard type.’ 

Mr. Mutrer. If you needed bolts and screws, your item would not 
simply say “bolts and screws,” would it? It would give a more de- 

tailed description of what you needed ? 

Mr. Tayvor. It would be sufficiently detailed to enable the interested 
prospective bidder to determine whether he could bid on it or not. 
That is the important thing he has to know. 

Mr. Derry. I think it would be fair to say that the specifications 
would be reported in enough detail to permit open wide and competi- 
tive bidding. This is what we seek to get in all cases. 

Mr. Murer. How much time would you give to the Department of 
Commerce? Take the item you referred to a moment ago, how much 
notice would they be able to give to the trade between the date you 
sent it to them and the date of closing of bids? 
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Mr. Taytor. We would like to give 30 days. Where it is not prac- 
ticable because of the urgency of the procurement, 2 weeks. If you 
can’t give the bidder 2 weeks’ time, there is hardly any use in giving 
a notice of any kind. 

Mr. Murer. Do you have a typical form of notice that you send 
to the Department of Commerce that you could leave with us for our 
records ¢ 

Mr. Taynor. Yes, sir; we do. It is part of the policy chapter on 
small business, of the AEC manual and I would like to leave a copy 
of it with the committee as an exhibit. 

Mr. Murrer. This headed “United States Atomic Energy Commis- 
sion, AEC Manual Transmittal Notice,” and we will receive that for 
our public record. 


(The matter referred to is as follows:) 
TN-—9000-27 


UNITED STATES ATOMIC ENERGY COMMISSION—AEC MANUAL 
TRANSMITTAL NOTICE 
CHAPTER 9132. SMALL BUSINESS 


1. Attached is AEC Manual chapter 9132 which supersedes AECPM chapter 
II, section 4. The following changes have been made: 
(a) A quotation from the Small Business Act of 1953 has been added 
in 9132-038. 
(bv) A definition for “suitable procurement” has been added in 9132—04b. 
(c) Existing policies have been clarified by adding the specific policies 
in 9132-07a, h, j, k. 
(d) The specific policy regarding distressed labor areas has been deleted. 
(e) The small-business report outline has been modified. (See 9132-09.) 
(f) The AEC-SBA agreement has been added in 9132-10, and the com- 
plete statement of this agreement is attached as appendix 9132-10. 
(g) A sample telegram, which was previously exhibit I to GM—S&S—24, 
has been added as appendix 9132-11. 
(hk) Other minor editorial changes have been made. 
2. Please file this chapter in part 9100 of your AEC Manual. 


K. D. NIcHOLs, 
General Manager. 
JANUARY 26, 1955. 
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9132-01 Purpose. This chapter sets forth the over-all AEC small business 
program the elements of which are a definition of small business, a general 
policy, a series of specific policies, individual small business programs, quarterly 
reports, the AEC-SBA agreement, and participation in the Commerce Depart- 
ment Synopsis Program. 

9132-02 Scope. This chapter is applicable to procurement by or on behalf 
of the AEC. Contracts, subcontracts and purchase orders for construction, 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 111 


repair and reconditioning as well as material, equipment and supplies are 
included in this procurement. 

9132-08 Introduction. The “Small Business Act of 1953” (P. L. 168, 83rd 
Congress, 1st Session), established the Small Business Administration and 
stated as follows: 

“The essence of the American economic system of private enterprise is 
free competition. The preservation and expansion of such competition 
is basic not only to the economic well-being but to the security of this 
Nation. Such security and well-being cannot be realized unless the actual 
and potential capacity of small business is encouraged and developed.” 

9132-04 Definitions. 

a. Small Business Concern. A “small business concern” is any concern, 
which, including its affiliates, employs in the aggregate fewer than 500 
persons. 

b. Suitable Procurement. A procurement is suitable for performance by 
small business if (1) a small business concern has ever submitted a bid 
for the item concerned, (2) in the judgment of the Contracting Officer, the 
item concerned can conceivably either be produced or supplied by a small 
business concern or (3) the Small Business Administration is able to pro- 
vide a qualified bidder which is a small business concern. 

9132-05 Responsibilities. 

a. Managers of Operations are responsible fer obtaining compliance with 
this chapter by cost-type contractors under their jurisdiction. 

b. Director, Division of Construction and Supply is responsible for the 
evaluation of Operations Offices’ small business programs and reports, the 
development of modifications to AEC small business policies as required 
and cooperation with other agencies and departments of the Government 
dealing with matters relating to small business. 

9132-06 General Policy. Consistent with the declared policy of the Con- 
gress, it is the general AEC small business policy that “a fair proportion of 
the total purchases and contracts for supplies and services shall be procured 
from small business concerns.” ; 

9132-07 Specific Policies. In order to achieve the objectives of the general 
AEC© small business policy, the specific AEC small business policies set forth 
below shall be complied with to the maximum extent practicable: 

a. Procurements shall be examined to determine if they are suitable 
for performance by small business concerns. 

b. Maximum practicable small business participation shall be achieved 
in procurements which are suitable for performance by small business con- 
cerns. 

c. Procurements suitable for performance hy small business shall be 
divided into sufficiently small lots to enable small business concerns to 
participate. 

d. Subcontracting to small business shall be encouraged regarding those 
items which are suitable for performance by small business concerns. 

e. The Commerce Department Synopsis of Procurement, Sales and Con- 
tract Awards shall be employed to identify and publicize advertised and 
negotiated procurements in accordance with Section 9132-11. 

f. Tie bids involving one or more small business concerns shall be resolved 
by making an award to a small business concern subject to the procedures 
and exceptions set forth in Subsection 9105-1120. 

g. Small business policies stated in this section shall apply to groups of 
small business concerns which have been authorized to operate as small 
business production pools and have been certified as small business by the 
Administrator of the Small Business Administration. 

h. AEC shall cooperate with the Small Business Administration in carry- 
ing out the AEC-SBA Agreement set forth in Section 9132-10. 

i. AEC shall cooperate with other departments and agencies which are 
concerned with small business matters. 

j. Managers of Operations shall appoint Small Business Representatives 
in their procurement offices and shall require cost-type contractors to make 
similar appointments in their organizations. 

k. Managers of Operations shall assist and require their cost-type con- 
tractors to establish and maintain appropriate small business programs 
and contacts for small business concerns desiring to do business with AEC. 

1. Small business concerns shall be advised regarding the policies, proce- 
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dures and activities of AEC and other Government departments and agen- 
cies concerned with small business matters. 

9132-08 Small Business Programs. Managers of Operations shall develop 
suitable small business programs which are consistent with the provisions of this 
chapter for each operations office and shall require their cost-type contractors 
to develop similar programs. Program procedures shall be set forth in writing. 

9132-09 Reports. A quarterly small business report shall be prepared by eac 
Operations Office and forwarded through the appropriate Washington Operating 
division to the Director, Division of Construction and Supply, Washington 25, 
D. C., not later than the thirtieth day following the end of the quarter covered 
by the report. Managers of Operations shall require similar reports to be 
prepared by cost-type contractors to accompany the Operations Office’s reports. 
Reports shall be prepared as follows: 

a. Narrative statement regarding the operation of the program during 
the quarter. 

b. Tabulation of the following factual information : 

1. Number of contracts with small business concerns during the quar- 
ter which have not been previously contacted. 

2. Number of small business concerns added to bidders’ mailing lists 
during the quarter. 

3. Number and dollar value of awards to small business concerns 
compared to the number and dollar value of awards suitable for small 
business concerns. 

4. Number and dollar value of invitations to bid and requests for 
proposals referred to the Small Business Administration. 

5. Names of small business production pools receiving awards during 
the quarter and the identity and dollar value of each award. 

6. Identity and dollar value of the principal items considered unsuit- 
able for performance by small business concerns. 

9132-10 AEC-SBA Agreement. “The Atomic Energy Commission and the 
Small Business Administration will establish and maintain liaison between 
AEC Operations Offices and their cost-type contractors and appropriate SBA 
regional offices for exchanges of information regarding AEC procurement oppor- 
tunities, suggestions of qualified small business concerns, and other appropriate 
matters.” [The memorandum which sets forth the entire agreement appears in 
Appendix 9132-10.] 

9132-11 Commerce Department Synopsis. The Commerce Department pub- 
lishes a synopsis of U. S. Government proposed procurement, sales and contract 
awards. The information contained in the synopsis is submitted by various 
Government agencies. The synopsis has a broad circulation and is available 
on a subscription basis. . 

a. Operations Office Participation. The use of this service by Operations 
Offices is required. Operations Offices shall prepare a daily synopsis of 
proposed procurements and sales of surplus property and will generally for- 
ward the synopsis by teletype to the Commerce Department, Chicago, Illinois. 
[The format for the teletype appears in Appendix 9132-11.] However, the 
daily synopsis may be sent by air mail or regular mail, in lieu of teletype 
if time permits. Proposed procurements should not be included in the 
synopsis when: 

1. the value of the proposed transaction is less than $500.00; or 

2. immediate procurement action is required; or 

3. the procurement is to be made from Government sources such 
as Federal Supply Service, Federal Prison Industries, etc.; or 

4. the character of the proposed procurement is such that it should 
not be publicly disclosed. 

b. Contractor Participation. The use of this service by cost-type contrac- 
tors is optional with the contractor. The service is available to the con- 
tractor without cost in the manner set forth above. 


AEC appendix 9132-10 


JorInt MEMORANDUM OF THE ATOMIC ENERGY COMMISSION AND THE SMALL 
BUSINESS ADMINISTRATION 


PURPOSE 


The purpose of this memorandum is to establish an agreement between the 
Atomic Energy Commission and the Small Business Administration which will 
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provide a basis for cooperation to further both the AEC small-business program 
and the objectives of the Small Business Act of 1953 (Public Law 1638, 83d 
Cong.) in connection with procurement by the Commission and its cost-type 
contractors. 


BACKGROUND 


Representatives of SBA visited several AEC operations and contractor offices 
to examine at first hand the individual characteristics of the AEC organization 
and operation. Both agencies recognize that the majority of AEC prime contract 
procurement dollars are not suitable for small business since they involve con- 
tracts for the construction of large plants, the operation of these plants, and 
the purchase of equipment which is unsuitable for small business. It is evident 
that the principal opportunity for AEC and SBA to cooperate with respect to 
small business is related to procurement by AEC’s cost-type contractors, AEC 
and SBA recognize further that this opportunity is subject to several limiting 
factors. Procurement relative to plant construction, for example, generally re- 
quires very rapid processing with the result that little time is available to 
discover and suggest the participation of small business concerns other than those 
previously located through the AEC small-business program. Procurement for 
plant operation, on the other hand, while not requiring such rapid processing, 
involves only a limited number of procurement dollars. It would appear at this 
time that the most practicable and effective means of cooperation is through 
exchanges of information which will be useful and helpful to small business. 
There will be periodic reviews, however, to determine whether modifications are 
warranted and practicable. 


AGREEMENT 


The Atomic Energy Commission and the Small Business Administration will 
establish and maintain liaison between AEC operations offices and their cost-type 
contractors and appropriate SBA regional offices for exchanges of information 
regarding AEC procurement opportunities, suggestions of qualified small business 
concerns, and other appropriate matters. 

(a) Establishment of liaison.—The respective SBA regional directors who have 
not already done so, will establish and maintain liaison with the AEC operations 
office or offices within their regions. In exceptional cases, liaison between other 
combinations of AEC and SBA offices may be authorized in Washington. It is 
not contemplated, however, that liaison will be effected by stationing SBA per- 
sonnel in AEC operations offices or the offices of cost-type contractors. 

(b) Liaison procedures.—Detailed procedures for carrying out the exchange of 
information required by this memorandum will be jointly developed, maintained, 
and modified as experience suggests by each combination of SBA regional and 
AEC operations offices maintaining liaison. 

(c) Exchanges of information.—AEC operations offices will provide or arrange 
for the provision of information to SBA regional offices regarding appropriate 
procurement opportunities of both operations offices and cost-type contractors 
which are suitable for small business. In turn, SBA regional offices will sug- 
gest the names of qualified small-business concerns. The information will be in 
such form and will be transmitted by such means and with such frequency as 
seems most practicable to the personnel engaged in the exchange of information. 
These exchanges are not to be confined, however, to procurement information 
and suggestions of qualified small-business concerns. SBA’s programs include 
loans, certificates of competency, and technical and management assistance to 
small-business concerns. These programs and others may provide the bases 
for interagency cooperation both in Washington and in the field. 

(d) AEC contractors in several SBA regions.—Where an AEC operations office 
and its contractors are located in different SBA regions, the operations office 
will arrange for the transmission of contractor procurement information to the 
SBA regional office serving the region in which the contractor is located. 

(e) Time factor in procurement.—It is anticipated that in some circumstances, 
the time available for the submission of bids may be too short for some small- 
business concerns suggested by SBA to participate. This will be true most often 
Where the procurements are related to construction. In these circumstances, 
qualified small-business concerns which are unable to participate will be added 
to bidders’ lists and invited to participate in subsequent procurements. 
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(f) Security clearances.—Where Q security clearances are necessary to carry 
out the purpose of this agreement, requests for such clearances will be submitted 
to the appropriate AEC operations office. 

(g) Appropriate procurement opportunities.—Procurements termed appropri- 
ate for the purpose of this memorandum will not include those to be made from 
Government sources, those that security requirements will not permit to be 
publicly disclosed, those where the urgency is too great to permit broad solicita- 
tion of bids, and those involving the purchase of ore. 


CERTIFICATES OF COMPETENCY 


Section 212 (d) and section 213 of the Small Business Act of 1953, provides 
that SBA may certify the competency of a small business concern or group of 
such concerns with respect to capacity and credit, and that procurement officials 
are directed to accept such certification as conclusive. In cases in which a small 
business concern would receive an AEC prime contract except for doubts as to 
its capacity or credit, AEC procurement officials will call upon SBA to make the 
necessary investigation and, if appropriate, issue a certificate of competency. 
AEC procurement officials will also inform AEC prime contractors that, if they 
wish, they may also call upon SBA to perform similar services with respect to 
potential small subcontractors in cases of similar doubts as to capacity or credit ; 
with respect to subcontractors, however, such certifications have no statutory 
basis but may nevertheless be useful to prime contractors in appropriate cases. 

AEC Appendix 9132-11. 


Mr. Murer. Now, could you relate that to the notice that the De- 
partment of Commerce sent out with reference to the item? Do you 
happen to have the notice that the Department of Commerce sent out 
with reference to that? 

Mr. Taytor. No. I could, but we don’t have it with us. 

Mr. Mutrer. Could you get one for us that will relate specifically 
to that item, showing the Department of Commerce notice that was 
sent out with reference to that item? 

Mr. Taytor. I don’t know whether this is a real item or an example. 
I believe that it is an example, Mr. Multer, but we will be glad to get 
a copy of a synopsis for you which is related to an actual Atomic 
Energy proposed procurement. 

Mr. Movrer. What I would like to have you do, if it can be done, 
give us a sample notice of one that was actually sent to the Depart- 
ment of Commerce, and then give us their notice to show how they 
handled it in their Department i in their synopsis. 

Mr. Taytor. We will be glad to do that and submit it. 

Mr. Murer. And as Mr. Seely-Brown suggests, we would like to 
have you indicate the date you sent it out, and I believe the Depart- 
ment of Commerce synopsis will carry a date that it was released, 

Mr. Taytor. Yes, sir. 

Mr. Mutrer. I see in addition to the complaint about lack of suf- 
ficient information in the Department’s synopsis, we also get the com- 
plaint repeatedly that suppliers don’t get enough time between notice 
from the Commerce Department and the closing date of the bid. 

We can understand always in emergencies that you may not be able 
to give as much time as you would care to, and then of course there 
will be times when somebody slips up in the Commerce Department 
and it doesn’t get into a synopsis on time. Are there any other repre- 
sentatives from AEC who would care to supplement Mr. Taylor’s 
statement ? 

Mr. Derry. Mr. Read, I think, was identified as our small-business 
specialist. He is our one man in Washington. And Mr. Frank Parks 
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is the representative from the General Counsel’s Office who looks after 
our affairs in the division of construction and supply. 

Mr. Mu rer. If there is nothing further of these gentlemen, we 
thank you for having come here. We are sorry that you had to wait 
so long to give so good a statement. 

Mr. Derry. We are very proud of it. 

Mr. Taytor. It was a pleasure and very informative. 

Mr. Mutrer. I believe the General Services Administration is repre- 
sented by Mr. Maxwell Elliott, its General Counsel. Mr. Elliott is not 
here. Is there a representative from the General Services Adminis- 
tration present ? 
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We have moved along much faster than we expected to. Is there 
any other department representative present today ? 

‘Tomorrow we will resume at 10 o’clock, and at that time hear Gen- 
eral Services Administration and the Department of Defense in that 
order immediately after hearing the two Members of Congress who 
have indicated a desire to be heard tomorrow at 10 o’clock. 

We will now recess this hearing. 

(Whereupon, at 3:40 p. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, March 3, 1955.) 
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THURSDAY, MARCH 3, 1955 


Untrep Srates House or REPRESENTATIVES, 
SeLecT CoMMITTEE ON SMALL BUSINESS, 
SuBcoMMITTEE No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 1435, New House 
Office Building, at 10 a. m., Hon. Abraham J. Multer (chairman of 
the subcommittee) presiding. 

Present: Representatives Multer, Riehlman, and Seely-Brown. 

Also present: Representative Hill (member of full committee and 
ex officio member of subcommittee), Wm. Summers Johnson, chief 
economist, and Irving Maness, subcommittee counsel. 

Mr. Mutter. We will place in our record this morning a memoran- 
dum received from Congressman A. S. (Syd) Herlong, Jr., of the 
Fifth District of Florida. Annexed to the memorandum from Con- 
gressman Herlong is a copy of a letter which he sent to the Adminis- 
trator of the Small Business Administration, dated July 12, 1954, and 


the prior letter of July 8, 1954, sent to Mr. Herlong by the regional 
director of the Small Business Administration, both of which letters 
will also be included in our record. 

(The three letters referred to are as follows:) 


MEMORANDUM TO THE COMMITTEE ON SMALL BUSINESS, HOUSE OF REPRESENTATIVES 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. 0. 

On December 15, 1953, Congressmen Abraham Multer and R. Walter Riehl- 
man, accompanied by committee counsel Carl E. Davis, heard witnesses in 
Orlando, Fla., on the question of the establishment of a branch office of the Small 
susiness Administration in Florida. All testimony was in favor of locating the 
branch office in Orlando, and both members of the committee were in agreement 
that the central location in Orlando would provide the best and most efficient 
service to the majority of the people of Florida. 

Subsequently expressions of opinien from all sections of Florida were obtained, 
and all areas with the exception ofMiami and its immediate environs were in 
complete agreement that the Orlando location would be most advantageous. 
This information was furnished to the Small Business Administration. 

On December 30, 1953, Mr. Dwight F. Entwistle, director of the Atlanta 
Regional Office, stated, “I can advise that serious consideration is being given 
to the establishment of a branch office in Orlando, Fla.” 

Subsequently, the full Small Business Committee gave bipartisan support to 
locating the office in Orlando, and so recommended to the Small Business 
Administration. 

In late June rumors that the branch office would be established in Miami 
led to an inquiry of the Atlanta Regional Office. A copy of the reply from that 
office is attached, together with a copy of the letter written to Mr. Wendell B. 
sarnes, Administrator of the Small Business Administration, as a result of the 
notification contained in the letter from the regional office. 
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CONGRESS OF THE UNITED STATES, 
HouUsE OF REPRESENTATIVES, 
Washington, D. C., July 12, 1954. 
Mr. WENDELL B. BARNES, 
The Administrator, Small Business Administration, 
Washington, D. C. 
Dear Mr. Barnes: I have just received notice that the Small Business Ad- 
ministration plans to open a branch office in Miami about the middle of July. 
Needless to say, this comes as quite a shock to me. In view of the general 
agreement among the Members of Congress who are on the Small Business Com- 
mittee, and who made an investigation on the ground, that the branch office 
should be centrally located; the concurrence in that view by most of the Repre- 
sentatives from Florida; and the desire of the majority of the people of Florida 
fora location which they can easily reach, I can only express my disappointment 
that the office should have been established so far from the majority of the 
people it is expected to serve. 
I don’t suppose anything can be done about it now, but I wanted’ to let you 
know how unhappy you have made me and my people. 
Most sincerely, 
A. S$. Hertone, Jr. 


JULY 8, 1954. 
Hon. A. S. HERLONG, Jr., 
United States Representative, 


Washington, D.C. 


DEAR Mr. HeERLONG: In answer to your inquiry regarding the opening of an 
office in Florida, this is to advise that we plan to open a branch office in Miami 
about the middle of July, located in rooms 11038—4—5 in the Pacific Building, 327 
Northeast First Avenue. 

With best regards, I am 

Sincerely yours, 
Dwicunt F. ENtWIstie, Regional Director. 


Mr. Muurer. We also have for the record a letter from Congressman 
Walt Horan of the Fifth District of Washington. 
(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
HOovUSsE OF REPRESENTATIVES, 
Washington, D. C., March 1, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, 
Select Committee on Small Business, 
House of Representatives, Washington, D. C. 


Dear Mr. Mutter: I appreciate very much your invitation to me to participate 
in the hearings of Subcommittee No. 2 of the House Small Business Committee 
which has been established to review the operations of the Small Business 
Administration and its activities in the field of loans, Federal procurement, 
disposal, and other small-business problems. 

I feel that this is an excellent approach to the whole matter of assisting small 
business in the United States. Already th* Administration has shown to be 
of great value in the case of the disaster following the hurricane last fall and 
has greatly assisted many small businesses which appealed to them at that 
time. 

We are also finding other fields in which small business can be legally, soundly 
and appreciatively used in the field of assisting deserving small-business firms in 
our Nation. Only yesterday I received a resolution from a group of small 
chambers of commerce in my congressional district, urging that loans for access 
roads be made to small logging operators, which loans would be repaid to the 
Government by means of the timber sales that these access roads would make 
possible. As you know, we have an agency in the Department of Agriculture 
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which is very similar. I refer to the Farmers’ Home Administration which 
makes loans to small farmers who cannot finance their operations otherwise. 

By all means, I feel that your subcommittee should make recommendations 
that the work of the Small Business Administration should be strengthened and 
expanded. 

Sincerely, 


Watt Horan, 
Member of Congress. 
Mr. Mutrer. We also have a letter from Congressman Richard W. 
Hoffman, of the 10th District of Ilinois. 
(The letter referred to is as follows:) 


CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., February 28, 1955. 
Hon. ABRAHAM J. MULTER, 
House of Representatives, Washington, D. C. 

DEAR COLLEAGUE: I was most pleased to receive your letter inviting comments 
concerning the activities and operations of the Small Business Administration. 

We are all inclined to judge the efficiency of an operation on the basis of our 
own experiences, and my contacts with this agency have made a most favorable 
impression on me. It is obvious that the Small Business Administration, under 
the direction of the Honorable Wendell Barnes, has given serious thought to its 
function of service to the business community. As an example of the agency’s 
attitude, the information desk which it has established is one of the best that I 
have contacted in the Federal service. The employees assigned to that desk 
have an intelligent grasp of the work of their agency and show the greatest 
courtesy to persons seeking information. 

My contacts with constituents who have had recourse to the Small Business 
Administration indicate that its overall operations have the same smoothness and 
efficiency which I have noted here. Since I believe that the function which it 
performs is a most important one, I have been pleased to note that it was being 
so well performed. 

With kindest regards, 

Sincerely yours, 
RicHarD W. HorrMaNn, 
Member of Congress. 


Mr. Muurer. We have another letter from Congressman Joel T. 
Broyhill, of the Tenth District of Virginia. 
(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., February 28, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee on Government Procurement, Disposals, and Loan 
Activities, Select Committee on Small Business, 
House of Representatives, Washington 25, D. C. 

DEAR CONGRESSMAN MULTER: I want to thank you for your letter calling my 
attention to the hearings commencing tomorrow on the Small Business Admin- 
istration. 

I feel that the Small Business Administration is doing a wonderful job for the 
small-business man of the country and is certainly performing its duties in the 
way.that it was intended. I have received a number of very favorable comments 
about its operations, and I feel certain that the testimony revealed in the hearings 
will vouch for the splendid work that is being done by this agency. 

I again thank you for this opportunity of expressing my opinion in this matter. 

Yours sincerely, 
Joet T. BroyHILt, 
Member of Congress. 


Mr. Mutter. We have a letter from Congresswoman Coya Knut- 
son, of the Ninth District of Minnesota. 
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(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washington, D. C., March 2, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House Office Building. 

Dear CONGRESSMAN Mutter: I want to express my concern for legislation to 
promote the well-being and interests of small business. My experience in the 
operation of our siall hotel and cafe gave me an indication of some of the 
difficulties of borrowing money, but even more important—the need for develop- 
ing those areas now deficient in jobs and trade for the well-being of its residents. 
One example is the need for more financial activity on our Red Lake Indian 
Reservation. The sawmill and fishery there, are hardly enough to give adequate 
income for our willing and capable people. The need here illustrated, is particu- 
larly dependent on adequate financing. 

The failure of the Small Business Administration which took over some of 
the duties of the Reconstruction Finance Corporation, is portrayed by the fact 
it failed to approve a single small-business loan during the first 4 months of its 
life. The State of Minnesota has been unable to observe any help from this 
agency. We do need it. 

I recommend : 

First, the Select Committee on Small Business be given the status of full 
committee. 

Second, that low-interest loans be made to develop industry in areas of low- 
employment facilities, and loans to small firms to tide over the period when they 
are unable to obtain materials for continued production to the time they secure 
defense contracts or are rated for essential civilian production. 

Third, the addition of adequate small-business representation to all Govern- 
ment industry advisory committees and an arrangement for administration to 
determine what defense contract or any part thereof shall be subcontracted to 
small-business concerns. 

Fourth, encourage new independent enterprises to enter into monopolistic 

industries through a vigorously promoted loan program. Where necessary the 
xovernment could guarantee loans and contract the annual output as was done 
in aluminum. The Attorney General could be asked to recommend a list of 
industries where Government loans are guaranteed and, where necessary, direct 
Government construction should take precedence over private financing by 
established concerns. 

Fifth, reexamine the wisdom of the 5-year amortization allowance with a view 
to reducing it or completely ending it. 

Sincerely, 
Cora Knutson, M. C. 


Mr. Mutter. We have a letter from Congressman William C. 
Cramer, of the First District of Florida. 
(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
Howse OF REPRESENTATIVES, 
Washington, D. C., February 28, 1955. 


In re hearings of the Small Business Administration established under the 
Small Business Act of 1953 (Public Law 163, 83d Cong.). 


SUBCOMMITTEE No. 2, 
House Small Business Committee, 
House Office Building. 

GENTLEMEN : I submit the following statement and ask that you include same 
as a matter of the hearings being conducted by you. 

I wou'd appear before you and speak in interest of extending the activities of 
the Small Business Administration established under the Small Business Act 
of 1953 (Public Law 163, 83d Cong.), by which law said Administration ter- 
minates its activities as of June 30, 1955. 

I respectfully submit that the Small Business Administration has performed 
an outstanding service to the businessmen of this Nation, particularly in that 
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category designated by them as small business, by provision of loan facilities, 
business administrative aids, and counseling services of great value both to the 
individual and to the economy of our Nation. 

The upsurge and prosperity during the serious readjustment period of the 
small-business man throughout the country is due in large respect to the con- 
tinued and diligent efforts of this Administration. In the State of Florida the 
Small Business Administration has been successful in many instances and 
certainly of great value in assisting this most important segment of our business 
economy. I would particularly emphasize its early and more recently accelerated 
activity in the field of consultation, Government procurement, and operational 
assistance as well as direct financial assistance in the State of Florida. These 
particular activities have been beneficial to what is one of the outstanding 
States in the Union as regards population growth and development of business 
activity under the continued efforts of the communities throughout the State. 
Continued advice and expanded SBA facilities are of great importance to my 
State. 

I would call the attention of this committee to an exemplary type of service 
being rendered by the Small Business Administration in the First District of 
Florida, which it is my privilege to serve. The city of Tarpon Springs is unique 
in the respect that it is one of the very few and certainly the largest sponge- 
fishing center along the United States coast. A recent economic crisis was 
reached in Tarpon Springs when marine disease affected the sponges in this 
area. This disease having been overcome, the Small Business Administration, 
with great cooperation from the State Director, Mr. Willard Silva, in coordi- 
nation with the regional office at Atlanta, and as a matter of direct concern 
of the Administrator, Mr. Wendell Barnes, is providing great assistance and 
considerable advice in the reestablishment of the sponge marketing, processing 
methods, and Government procurement programs for this business. In this 
example funds were not needed and the outstanding services of the Small Busi- 
ness Administration beyond the lending phase are well demonstrated. 

Many similar examples will continue to develop and exist under the current 
planned industrial growth evident in the State of Florida. There has recently 
been organized under Gov. LeRoy Collins a State Council for Industry and 
Commerce. The State legislature has proposed and appointed a legislative 
committee to study the industrial development of the State. Pinellas County 
is an example that is common throughout Florida in the operation of a Pinellas 
Light Industry Council. The several county and city chambers of commerce 
throughout Florida all have established industrial committees of their group, 
the Tampa Chamber of Commerce, in what is one of Floridas great industrial 
cities showing outstanding development and great aggressiveness in seeking 
new business. I feel that here again the call will not only necessarily be for 
financing of new business, but also for the continuation of the present able 
facilities of the Small Business Administration in counseling, engineering re- 
search, and actively coordinated procurement programs with Government agen- 
cies and other service features of the Administration that are now being 
broadened into greater use. 

It is my request to you that this program be continued, for I can envision a 
greater demand and need for the facilities of the Small Business Administration. 
It is my hope that in this extension, adequate personnel be authorized and 
provided the Small Business Administration. Efficient use of personnel is 
demonstrated in that only some 300 individuals are concerned solely with the 
loan portions of the program. This, I feel, should be extended. It is my further 
suggestion and recommendation to you that budgetary items of the Small Busi- 
ness Administration be carefully considered and that sufficient provision be 
made in this regard that certain limitations under which they operate at the 
present time will be eliminated. 

Your consideration of these remarks is appreciated and it is my sincere hope 
that this committee shall, upon consideration of this and other material and 
information presented, continue the services of this outstanding organization. 

Respectfully submitted. 

WIritamM C. Cramer, M. C., 
First District, Florida. 


Mr. Motrer. I want the record to show that these letters were deliv- 
ered to Mr, Barnes, the Administrator of the Small Business Adminis- 
tration, who has been permitted to take copies of them, and he has 
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been requested to send to the committee an appropriate response to 
each of these letters, which are critical of his administration, so that 
his answers may be incorporated in the record when received. 

I should not have said that each of these letters is critical. Some of 
them are critical. The criticisms may be answered by the adminis- 
tration. 

We would like to hear from the Department of Defense this morn- 
ing, Mr. John Hamlin, small business adviser to the Assistant Secre- 
tary of Defense for Supplies and Logistics. 

Will you come forward, sir? 

Mr. Hamurn. Thank you. 

Mr. Mutter. Will you identify for the record any other members 
of your agency who are with you this morning? 

Mr. Hamuin. I have with me Mr. Leonard Etheredge, in the Pro- 
curement Policies Division. 

Mr. Mutter. Would you like to have him take a seat alongside of 
you? 


STATEMENT OF JOHN HAMLIN, SMALL BUSINESS ADVISER TO THE 
ASSISTANT SECRETARY OF DEFENSE FOR SUPPLIES AND LOGIS- 
TICS, ACCOMPANIED BY LEONARD C. ETHEREDGE, PROCUREMENT 
SPECIALIST 


Mr. Mutter. In accordance with the procedure we have been follow- 
ing, you may present a direct formal statement. It may be supple- 
mented by Mr. Etheredge, and then we will ask appropriate questions 
if any occur to us. 

Mr. Hamurn. In your statement to the press, Mr. Multer, you 
described the objectives of these hearings. You said that their pur- 
pose is to develop whether the “Small Business Administration should 
be continued after June 30, and if so, under what form of organization 
and law.” 

Since one of the important responsibilities of the Small Business 
Administration is in the area of Government procurement, and since 
our defense procurement constitutes such a very large part of the total 
of Government purchases, the views of the Department of Defense 
are, we believe, appropriate to your considerations and we appreciate 
your having extended to us the opportunity to present them to you 
here today. 

The basic responsibility of the Department of Defense with respect 
to the procurement of its needs from small business concerns is stated 
in the Armed Services Procurement Act of 1947. It is the same as the 
responsibility assigned by law to the Small Business Administration, 
namely, that a fair proportion of the total purchases and contracts for 
supplies and services shall be placed with small business enterprises. 
The Department of Defense must carry on the actual procuring activi- 
ties to which these responsibilities relate. It must discharge, in addi- 
tion to the responsibility to small business concerns, a large number of 
other responsibilities imposed by law and national policy. These in- 
clude, in addition to the actual obtaining of the goods or services at a 
reasonably low price, consideration as to whether the prospective sup- 
plier is located in a surplus or scarce labor area, the extent of proposed 
subcontracting, whether the plant is in a secure, dispersed site, consid- 
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erations relating to the mobilization base and the adequacy of mobili- 
zation production, as well as many other factors. 

While it is not possible to assign a definite order of priority of 
importance among these responsibilities, it is clear that the basic re- 
sponsibility of the. procurement activity of the Department of Defense 
to obtain the items and services required in the quantities, of the qual- 
ity and within the time limit necessary and at a cost which the Nation 
can afford is a primary responsibility of this procuring activity and 
that the cther responsibilities are not “primary” in the same sense. 

The result is that the Small Business Administration and the De- 
partment of Defense have in common an important responsibility 
which in the sense I have described is not a primary aspect of the 
defense procurement activity. In such a situation it 1s clearly of the 
highest importance that the governmental agencies sharing such a 
responsibility have a smooth, effective, cooperative work relationship. 
It is important both for the small-business concerns whom we seek to 
assist, for the agencies concerned, and for the integrity of the Govern- 
ment as a whole. 

I am pleased to be able to state that it appears that Mr. Wendell B. 
Barnes, Administrator of the Small Business Administration, sees 
eye to eye with the Assistant Secretary of Defense (Supply and 
Logistics) in this matter. In recent months a fine spirit of coopera- 
tion has been demonstrated by representatives of the Small Business 
Administration and the military departments in dealing with common 
problems. An important part of this development and its focal point 
is a new liaison office which has been created by Mr. Barnes. This 
office is presently filled by Mr. Theodore Haugh, of the Small Busi- 
ness Administration. Mr. Haugh has been provided an office in the 
Pentagon, near that of the Small Business Adviser, Supply and Logis- 
tics, and has devoted his full time to the cooperative discharge of our 
mutual responsibilities. We, in the Department of Defense, are opti- 
mistic about the benefits to small business which are likely to result 
from this new liaison. 

The relationship which I have described is, we believe, in complete 
harmony with the spirit of Public Law 163, 83d Congress, under which 
the Small Business Administration presently operates and, in par- 
ticular, section 211 of that law calling for mutual consultation and 
cooperation by the representative agencies in matters relating to Gov- 
ernment procurement. 

It is the view of the Department of Defense that the Small Business 
Administration, operating in a consulting and cooperating capacity, 
can be very helpful to the Department of Defense in developing and 
executing sound small-business policy. It is our view that the Small 
Business Administration is pr esently serving the best interests of the 
Nation in this way and that it can continue ‘to do so. For these rea- 
sons, we recommend the continuation of the Small Business Adminis- 
tration beyond June 30, 1955. 

With respect to the law under which the Small Business Adminis- 
tration operates, we believe that, generally speaking, it is a sound snd 
well-conceived law. We think that it is clearly the intent of the 'w 
that the Administration shall function for the most part in a consult- 
ing and cooperative capacity, and we believe that this underlying con- 
cept is essential, in view of the primary responsibility of the Depart- 
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ment of Defense for defense procurement and the corollary nature 
of the joint responsibility of the two agencies with respect to small 
business. 

Mr. Mouurer. Thank you, Mr. Hamlin. 

Do you wish to add anything to Mr. Hamlin’s statement ? 

Mr. Ernerepcr. No, sir, Mr. Chairman. I do not have a statement. 

Mr. Hamtutn. Mr. Multer, if I may add something myself, I feel it 
would be helpful to the committee to have a presentation more full and 
more eeierel of our small-business program. It would be very advan- 
tageous to us, however, if we could have more time than oe been 
allowed to prepare such a statement, something on the order of 2 weeks 
or more, if possible. 

Mr. Muturer. I think our present program calls for completing the 
agencies’ testimony today, if possible, and then continuing next week 
with public hearings to hear representatives of small-business, and then 
we will recess for about 10 days to 2 weeks so that the staff can com- 
plete their analysis of the information that has been submitted to us, 
and then probably have another public hearing that may run for an 
additional 2 days. 

If you can get up such additional data as you desire to submit and 
send it to us as soon as it is ready, we will incorporate it in the record, 
and then if we find it necessary to ask any additional questions, we will 
give you ample notice so that you can attend one of the public hear- 
ings and answer the questions that may be prompted by the additional 
data that you submit. 

(See appendix.) 

Mr. Hamur. Thank you very much. 

Mr. Ernereper. Mr. Chairman, may I ask, would you want that 
in a statement from the Department of Defense or would you rather 
have that as a statement from each of the departments ¢ 

Mr. Mutter. I am going to leave that entirely to you. 

Mr. Ernerepce. We would prefer to have it, one from each of the 
departments. 

Mr. Mutrer. All right. You do it that way, then, if you believe 
that is the better way of handling it. 

I do, too, because whether it is because of competition between 
the agencies or whatever the cause may be, the fact of the matter is that, 
sitting back here and observing the operation of the program in the 
3 Departments of Defense, we find that there is more cooperation with 
small business in 1 department than in the other, and maybe the 
separation of the 3 statements will help focus attention on the de- 
partment that needs a little prompting. 

We continue to get complaints that the various procurement offices— 
I should not say the various procurement offices, but some of the pro- 
curement offices—are not cooperating fully with small business. 

I think if you reviewed the hearings conducted by the committee 
during the last 2 years and if you reviewed any of the reports that 
the committee has presented to the Congress, you will see that we have 
had any number of complaints on that score, and they fall into sev- 
eral categories. 

(1) Is that ample notice is not given to small business between the 
time of the release of the invitation to bid and the closing date of the 
bid; (2) that the information given as to the nature of the item on 
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which they are being invited to bid is entirely insufficient and it does 
not give them enough information to determine whether or not they 
can bid on the item; (3) that the specifications are not made avail- 
able and drawings are not made available at the time of the invitation 
to bid, and it is sometimes difficult and many times impossible for the 
prospective bidder who thinks that he is in a position to do the job to 
get sufficiently detailed information to permit him to make a bid. _ 

Now, those three types of complaints we have gotten ever since this 
committee has been organized. They go all the way back to the begin- 
ning of World War II, and they still persist. 

I would like to have you make inquiry to find out what is being done 
in the field to correct that. I have had occasion to say, and my col- 
leagues on the committee have joined me in saying, that we seem to 
get ample cooperation in the top echelon. The directives seem to be 
issued. But apparently they do not reach the source that must im- 
plement the directives. 

Now, can you tell us, Mr. Hamlin, precisely how you handle a situa- 
tion of sending contracts into distress labor areas? You refer to that 
as being one of your problems, and we appreciate that’it is a problem, 
the determination of whether or not a prospective supplier is located 
in a surplus or a distress labor area. 

Mr. Hamutn. This is handled under a procurement policy which 
provides for performance for making set-asides for awards under 
certain conditions in these labor surplus areas. The procuring officer 
studies an individual procurement to see whether it is one that is 
suitable for handling in this way. It has to be one in which the 
quantities are sufficient that they can be broken down into small 
quantities which are still economical production quantities. It has 
to be a procurement for which we have sources in labor surplus areas 
in large enough numbers to promise that there will be adequate com- 
petition if these areas bid on them and if they are competitive and 
have the capacity perhaps to take the entire amount. 

If these circumstances are met, then the procuring officer is directed 
by pclicy to make a set-aside for award, or rather, set aside a part of 
the procurement for award in this labor surplus area. 

Mr. Murer. I wonder if you would mind suspending while we 
hear two Members of Congress, if you will, please. 

Mr. Hamu. No. 

Mr. Mutrer. Mr. Pelly. 

We are pleased to have you here this morning, Congressman. 


STATEMENT OF HON. THOMAS M. PELLY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Petty. Chairman Multer and members of the subcommittee. 
I appreciate this opportunity to appear and comment concerning the 
activities and operations of the Small Business Administration as 
they have affected small business in my district, which is the First 
Congressional District of the State of Washington, comprising the 
city of Seattle and Kitsap County. Kitsap County lies across Puget 
Sound from Seattle and includes a number of smaller towns of which 
Bremerton is the largest. 
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Incidentally, Mr. Chairman, I believe I am somewhat qualified 
to testify on this subject because not only am I a small-business man 
myself, but also I have become quite familiar with the roblems of 
independent small-business concerns by reason of my being for a 
number of years on the board of directors of 2 State banks, 1 in Seattle 
and 1 in Olympia, Wash., both of which have been active in the field 
of making loans to smaller businesses. I was chairman of the loan 
committee of the Seattle Trust & Savings Bank prior to my election 
to Congress. Also as president of the Seattle Chamber of Commerce 
in 1950 and 1951, I became acquainted with the problems of small 
manufacturers and distributors. 

Tn 1952, I met with several neighborhood groups of small-business 
men and their chief complaint at that time had to do with the cost 
of paperwork and time required of them in complying with Federal 
regulations. These complaints had to do, among others, with wage 
and price stabilization laws and since the repeal of these measures 
my small-business constituents have been much happier. 

Recently, I made a tabulation of small-business men’s views in my 
district. It was quite limited as polls go but I believe has signifi- 
cance. For example, 87 independent small-business men expressed 
their opinion that the small-business committees of the Congress 
should be strengthened ; only 9 saw no need for such action. 

In 1954, in connection with S. 2871 I received 37 expressions in 
favor of making the Small Business Administration permanent, 
while only 10 were against or saw no need. 

In general, it should be recognized that the small-independent- 
business man is not vocal. Big business employs public relations spe- 
cialists to make their problems and views known but the little fellow 
in most cases is of necessity so immersed in the details of operation of 


his firm he rarely has time to attend meetings or belong to business. 


associations for group expression, much less to sit down and write 
his Congressman on general matters. Only when he faces a crisis 
does he seek help. 

In this connection, I may say I have received a few letters from 
disappointed businessmen who have failed to obtain loan assistance 
from the Small Business Administration. However, in each individ- 
ual case my investigation convinced me that the basis for no credit 
being available was justified. Here I might interject that from per- 
sonal experience I know that banks and lending agencies in the past 
few years have developed new techniques and formulas for financing 
little independent businesses. Firms short of working capital or need- 
ing funds for capital investment now get long-term loans where prior 
to World War II such financing was considered undue risk of deposi- 
tors’ funds. 

While I have no opinion with regard to loan and assistance func- 
tions of that nature, other than to support continuation of the Small 
Business Act beyond June 30, 1955, I do, Mr. Chairman, have very 
definite t testimony to offer in connection with procurement assistance 
aspects of the act. The purpose of the law was “to utilize the poten- 
tial production capacity of plants operated by small business con- 
cerns.” This objective, because of an arbitrary definition of small 
business in relation to Government procurement preference, is not 
being realized. In fact, to the contrary, big business by setting up 
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fly-by-night agents is able to obtain preference as against small pro- 
ducers ies dare not jeopardize their relations with large distributors. 

I am told a classification standard of 500 or fewer employees was 
established by the Defense Department as a criteria of defining a 
small, as against a big business. As I understand it, the Small Busi- 
ness Administration, which had the responsibility of defining and 
classifying small business as such, went along with the Defense De- 
partment’s definition for procurement preference, whereas in their 
loan assistance program a more realistic interpretation was established 
and the formula of dominance in a field of business has been used. 

Your subcommittee, Mr. Chairman, I understand wants to find 
out the details of the Government’s procurement policy and how 
much of its requirements have come from small business. 

I suggest, that if such information is furnished on the basis of the 
Defense Department’s definition of a small business, namely, 500 or 
fewer employees, you will not learn how much of such procurement 
resulted in utilization of the potential production capacity of plants 
operated by small-business concerns, which was the intent of the law. 
This is because the Defense Department under its definition of a small 
business is classifying its orders to agents and distributors who have 
fewer than 500 employees without regard to the size of the manufac- 
turers which these distributors represent. 

A big distributor is a valuable asset to a small producer who cannot 
afford a regional or nationwide sales force to sell his product. A large 
manufacturer can afford its own sales organization and to set up 
individual agents at all procurement centers. In my files I have actual 
examples with dates, details, and purchase orders, which demonstrate 
that small business is being discriminated against because of the arbi- 
trary definition of small ‘business. These examples were furnished 
me by a constituent, Nat S. Rogers, who has made quite a study of 
the matter, but just let me read a letter from Mr. Rogers which I 
received yesterday. This letter sums up the effect by the way the act 
is administered and gives constructive suggestions for remedial action : 
Congressman THOMAS M. PELLY, 

House of Representatives, Washington, D. C. 


Dear Tom : I have had a number of discussions and considerable correspondence 
with you concerning the effect of the existing Small Business Administration 
law and administrative rulings which I believe have been set up by the Depart- 
ment of Defense. It is my belief that the law and administrative rulings, as 
presently applied by the Department of Defense, are detrimental to legitimate 
small business, very much contrary to the intention and wishes of both Congress 
and the Department of Defense itself. 

It is my hope that by writing you this letter I shall be able to get together a 
number of my ideas on the subject and get them into one package, but first let 
me briefly state the effect on small business of policies now being followed by 
defense procurement. 

Large producers who would customarily quote defense installations direct 
or through jobbers and distributors are now bypassing established, inventory- 
carrying distributors and appointing small individual agents, many of whom 
carry their entire assets on their persons and are entering the “business” for 
the specific purpose of bidding as small business for defense contracts. This 
automatically places large business in the position of being strictly competitive 
as far as defense contracts are concerned and effectively circumventing the 
apparent desire of Congress, the Small Business Administration and the Defense 
Department. 
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The major points which I hope to make clear are: 

1. When defense purchases are made with the intention of favoring small 
business, the size of the producer, or preferably the fact that the producer is, 
or is not, “dominant in his field,” should be the controlling factor. 

2. Size of the individual manufacturing operation, rather than the total number 
of employees of the “bidder and affiliates” should control. If this is-not done, 
small production units, regardless of ownership, will be eliminated, very much 
to the detriment of national defense. 

Basically, our company is a jobber and distributor of industrial chemicals, 
laboratory apparatus and supplies and a group of other products largely classed 
as raw materials. We also operate a very small soap plant and maintain some 
13 offices and warehouses in the West. 

We handle basic commodities through 6 or 7 departments or branches, which, 
in more populous areas, would be handled by 6 or 7 small companies. The total 
number of employees in all departments and subsidiaries is around 700. The 
various units are basically autonomous, but in bidding each must state that they 
“and affiliates” employ over 500 people. This basically and irrevocably, under 
the Defense Department ruling, places us in the classification of big business. 
The affiliation referred to in our case is strictly financial as the various opera- 
tions are owned by a top company, and in this connection it should be interesting 
to note that although there are a total of 240 stockholders in the company, about 
200 are employees who, I would estimate, own 95 percent of the outstanding 
stock. 

I would like to give you one outstanding example of how we are penalized: 

The National Soap Co., a subsidiary of ours, employs 14 people in Tacoma, 
which, until recently, was a distress employment area. The plant was originally 
an old malt house which was put out of business by the dry law, and in an effort 
to maintain employment for the workers, the owners at that time converted it 
into the only type of factory which they could imagine, namely, a plant for the 
manufacture of laundry soap. I mention this fact to indicate that this plant is 
most certainly not a modern soap plant, is not in position to compete with 
modern soap plants, and I might go so far as to say that actually it is not a 
soap plant by any manufacturing standards. 

When the National Soap Co. bids on Government business, however, it is neces- 
sary for them to state that they “and affiliates” have 500 or more employees. 
As ridiculous as this might seem, it throws the National Soap Co. automatically 
into the same category as such large soap manufacturers as Procter & Gamble, 
Colgate, and Lever Bros. It is my belief that regardless of ownership it was 
not the intention of Congress to place a small manufacturer of this type in such 
a classification. 

I would like to mention another similar circumstance, although not as out- 
standing, in connection with the manufacture of auto trucks in our area. There 
is an auto truck manufacturer which is classed as big business, due to the fact 
that they “and their affiliates’ have over 500 employees. Although this truck 
manufacturer does not have over 250 or 300 employees, they are automatically 
thrown into a classification with General Motors, Ford, and others. Again, I 
do not believe that it was the intention of Congress that such a plant should 
be so penalized. On the contrary it is our belief that it was and is the intention 
of Congress and, in fact, of the Small Business Administration, to aid such 
firms as National Soap Co. and the auto truck manufacturer referred to, re- 
gardless of ownership, so as to encourage the continued production of needed 
materials by small plants. This type of production is very necessary and im- 
portant in times of national emergency, and I believe that the Defense Depart- 
ment recognizes the need for encouraging many such small producing units. 

A ruling that would permit bidding by production and distribution units, with- 
out reference to affiliation, would allow small producers such as those men- 
tioned above to compete with plants of somewhat similar size and capacity. 

Now, I would like to use an example which will show another problem which 
we are up against. One of the products which we distribute in the line of 
industrial chemicals is soda ash. We, as distributors, stock and sell soda ash 
for a chemical producer having less than 500 employees. Hence, they are 
small business; we and our affiliates having over 500 employees are classed as 
big business. We bid on soda ash as an agent for our small soda ash producer, 
and lose the business on a tie bid to a competing distributor who is truly small 
business, but who sells for and acts as agent for a soda-ash manufacturer, who 
is truly big business. In other words, the producer in the small-business class 
loses the business to the producer in the big-business class because the big- 
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business producer has a small-business company as his agent. This does not 
encourage production by small units which, I am sure, would be most desirable. 

Recently, a trend is noted where chemical manufacturers and jobbers in the 
big-business classification not only bid on defense contracts themselves, but also 
have some small agent put in a bid on the same price basis. Some of these 
agents are set up specifically to bid on defense contracts as small businesses, 
thus evading for their principals the disadvantage of “bigness.” These pseudo- 
small businesses oft times carry their offices in their hats, whereas established 
distributors, large or small, carry sizable inventories for instant shipment. Key 
personnel of defense industries are kept informed by such distributors as to how 
they may reach distributor personnel and arrange immediate shipment of 
emergency supplies day or night and Sundays and holidays. 

The large producers in the chemical and other fields maintain their own sales 
forces to a great extent, and being large can fearlessly appoint additional 
small distributors without fear of reprisal. The small-business producer, on 
the other hand, cannot afford complete sales forces. For this reason, small 
manufacturers depend on organizations similar to our for their distribution. 
If we lose business as distributors due to the fact that we and our affiliates 
have 500 employees or more, these small producers lose their ability to cover 
the field properly. I would estimate that we handle distribution in the West for 
several hundred small manufacturers in various types of business, but all do not 
have products of interest to defense plants. 

Some suggestions: Now, I do not believe it is wise to criticize situations of 
this kind without making some suggestions which might possibly be helpful, so 
I would like to present a few thoughts. 

In some industries, 500 may be the proper breaking point between large and 
small business, while in others, the break is entirely unreasonable. It is appar- 
ent that no figure will be satisfactory to all industries. A manufacturer of 
laboratory precision optical goods with 500 employees, would, in my opinion, 
be big business by comparison with competitors. On the other hand, a firm 
with 500 employees mining coal, manufacturing steel, manufacturing auto- 
mobiles or trucks, or running a railroad, as well as many others in heavy 
industry, would by comparison with competition, definitely be considered small 
business. Strangely enough the Small Business Administration itself follows 
this line of thought in considering eligibility for small loans and all other 
purposes, except defense-procurement assistance. I understand that the 500-or- 
more employees rule is not the criterion used, but rather a firm is classed as 
large or small depending upon whether it is dominant in its field or not. 

I suggest that any firm desiring the benefits of the Small Business Admin- 
istration in supplying Defense and other departments, be required to present its 
case to the Small Business Administration for ruling, and that they be given 
an identifying number if they qualify, which will show on all bids. The Small 
business Administration would consider at time of granting the license the 
affiliations of the company and its standing in the industry by comparison. 
I believe it to be the intention of the Defense Department, the Small Business 
Administration, and Congress to encourage all small manufacturers and pro- 
cucers rather than small jobbers and small distributors. Where 1 man is 
employed in distribution of a product, 10 are employed in manufacturing that 
product. Where $1 must be invested in a plant for each dollar of industrial 
chemicals produced per year, only pennies are invested for each dollar sales 
per year by distributors or jobbers. In view of this, and referring to the soda-ash 
example mentioned previously, the business should go to the firm selling the 
product of the small-business producer, not to the small-business distributor 
selling the product of Big Business. 

Should this last suggestion be considered, it would be necessary to permit the 
purchasing agency to purchase the product of small business on an even price 
basis where possible. This is due to the fact that many orders might have a 
great number of manufactured articles produced by various manufacturers, and 
it would not be practical to trace the origin of each product. I understand that 
recently the Defense Department has followed this type of thinking in purchasing 
from distress employment areas. A short time ago, when Portland was a 
distress employment area, if a Seattle and Portland distdibution weer tied on a 
bid, the Portland bidder would get the award. More recently, the defense 
industries are looking to the source, or point of manufacture, and favoring 
any distress employment areas where the products are produced without refer- 
ence to where the sale is made or point of shipment to the defense industry. 
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This further supports the thought that production and not distribution should 
be the key. 

Now, to summarize my suggestions, and I hope without being too tiresome 
with my repetition, I make the following suggestions for your consideration : 

1. I would suggest that licenses or permits be issued by the Small Business 
Administration, indicating that the licensee qualifies for business under Small 
Susiness Administration rules. 

2. I would suggest that the size of the producer only be considered without 
regard to the size of the jobber or distributor actually furnishing the material. 

3. I would suggest that due to complications on bids for multiple items that 
at all times the purchasing agency favor the products of small business on an 
even price basis where practical. 

4. I would suggest that size of the production unit without regard to affilia- 
tions be the controlling factor. 

In closing, I want to say that I realize that the problem is a rather difficult 
one to solve and that I support the intention of Congress, the Defense Depart- 
ment, and the Small Business Administration in trying to favor small business, 
hut I am afraid that inadvertently, some of the rules as applied have had 
exactly the opposite effect. 

Your continued efforts toward a more sound solution of this growing difficulty 
will be greatly appreciated. 

Sincerely yours, 
Nat S. Rocers. 

It might be appropriate to observe that neither Mr. Rogers nor 
myself in his behalf is seeking legislative relief for any one company. 
He can set up indiivdual small agents just as well as any other 
business can. I am interested in small producers because I believe they 
are the backbone of our economy. 

Now, Mr. Chairman, I do not want to take too much of the sub- 
committee’s time. Therefore, if I may have permission to do so, I 
will insert in the record at the conclusion of my statement a letter I 
wrote to the Administrator of the Small Business Administration, 
Mr. Barnes, under date of January 20, 1955. Also, a copy of his 
reply which I feel is unrealistic and points up the need of the Congress 
to insist that the potential production of plants operated by small- 
business concerns be utilized. It seems to me we should either do 
away with any preference, or we should insist that the intent of 
Congress is realized through proper procurement preference policies 
and administration. 

Again, I thank the committee for their invitation to me to appear 
today. 

Mr. Mvurer. Thank you very much for being with us, Congress- 
man. 

The correspondence you referred to between yourself and the Small 
Business Administration will be made a part of the record. We will 
analyze it, and if we come to the same conclusion you did about the 
answer being unrealistic, we will follow it up withthe agency and 
get a more complete answer. 

(The letters referred to are as follows:) 


House oF REPRESENTATIVES, 
Washington, D. C., January 20, 1955. 
Mr. WENDALL B. BaRNEs, 
Administrator, Small Business Administration, 
Washington 25, D. C. 


Dear Mr. BARNES: As you know, Congress provided in the Small Business 
Act of 1953 that ‘a small business concern shall be deemed to be one which is 
independently owned and operated and which is not dominant in its field of 
operation.” Thus, it is the policy of the Congress that a fair proportion of the 
total purchases and contracts for supplies and services for the Government be 
placed with small business enterprises. 
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I understand that the Small Business Administration has the power and is 
directed “ * * * to consult and cooperate with officers of the Government hav- 
ing procurement powers in order to utilize the potential production capacity 
of plants operated by small business concerns”. This consultation with pro- 
curement officers has included defining of small business, and after such 
consultation I am informed it was decided that the Small Business Adminis- 
tration would follow the same definition in procurement assistance programs 
that the Department of Defense uses—namely, any business having 500 or 
fewer employees including affiliates is considered small. 

Is this arbitrary ruling regarding 500 or fewer employees in conformity with 
the policy of Congress? I think not and, in fact, I believe it will be found 
that this definition in many cases actually is working to the detriment of small 
business. 

The glaring weakness of the 500-employee-or-less classification definition is 
that in one line of business 1,000 employees is small business, such as in the 
steel industry, whereas in another type of business 500 employees would be 
definitely big business. But the real weakness, in my opinion, of the arbitrary 
ruling comes from failure to distinguish between manufacturer and the 
distributor. Thus, a large manufacturer represented by a small distributor or 
sales agent is favored as against a small manufacturer represented by a large 
distributor. 

A fairer method of classifying big against small business could easily be 
worked out within the wording and intent of the present law. But it appears 
that the Small Business Administration is reluctant to open up this subject 
and prefers to duck its responsibility by going along with the old Defense 
Department definition. 

Meanwhile, I am informed that many large manufacturers are appointing 
individual agents to handle their bids on Government business. Incidentally, 
this results in unsatisfactory service to Government agencies because individual 
agents do not carry inventories or give the service offered by regular distributors. 
However, I believe the important factor which the Congress should consider 
is that aid to small business is best accomplished at the production level. In 
other words, production per dollar involves many times the expenditure of labor 
that selling or the distribution dollar involves. Thus, it appears to me the 
size of a sales force of a business concern is not nearly as important as the 
size of a manufacturer’s payroll. No consideration is apparently given to the 
number of employees in the manufacturer’s plant; rather preference is given 
in procurement by the Federal Government to the number of employees of the 
selling agent. 

Altogether it seems to me that appropriate legislation to correct this situa- 
tion should be considered by Congress, or the Small Business Administration 
should recognize its responsibility and forthwith review its present policy. 

Before bringing this subject to the attention of Congress, I would greatly 
appreciate a statement of your viewpoint. 

Sincerely, 
THoMas M, PELLY. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., February 1, 1955. 
Hon. THOMAS M, PELLY, 
House of Representatives, Washington, D. C. 


Dear Mr. PELLY: This is in reply to your recent letter pertaining to the defini- 
tion of small business. 

As you state, for procurement purposes any concern with fewer than 500 em- 
ployees including affiliates is considered a small business. As you know, this 
definition has been used by the Government procurement agencies for several 
years, 

We recognize that size varies depending on the industry or other kinds of 
business activity. We also recognize the inequities of the 500 standard, or any 
other single numerical standard to define a small business concern. While we 
take size variations into consideration in designating which business concerns 
are small for SBA financial-assistance-program purposes, the number of small- 
hbusiness-loan applications is very few compared with the number of Govern- 
ment procurement transactions. This difference in numbers permits us to con- 
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sider applications for loans more deliberately on an individual basis than is 
possible for Government procurement actions. 

A departure from the 500 standard has been discussed with officials in the 
Department of Defense. After careful consideration of the administrative prob- 
lems which would result from changing the present standard and of what would 
be gained in the way of small-business procurement assistance as a result of such 
change, it has been decided that it is not advisable at this time to change the 
definition of smal! business for the purposes of procurement-assistance programs. 

We are also aware that a small distributor may sell commodities purchased 
from a large manufacturer and that occasionally a small manufacturer does lose 
out to a small distributor. On the other hand, our experience is that this 
happens infrequently. 

In the circumstances, we feel that we are doing a reasonably good job by 
using our present definition of small business. We think you will agree that it 
would not be possible to achieve absolute perfection no matter what approach 
were taken to the solution of this problem. The choice which has to be made is 
to provide the maximum of assistance to small business with the resources which 
are available. 

Sincerely yours, 
WENDALL B. BARNES, Administrator. 

Mr. Mutter. I might say to you that we have here today—we asked 
him to step aside for you here—a representative of the Defense De- 
partment, and that Department will be asked to comment specifically 
upon the matters that you have called to our attention. 

I might say that we have already indicated during the course of 
this hearing that when the Congress wrote the definition into this 
law, we did it very carefully, and having in mind some of the very 
things that you have pointed out to us. You will note the definition 
of “small business” in the act is one which is naopencen ty owned 
and operated and which is not dominant in its field of operation. We 
did that purposely and deliberately. We did not use the disjunctive 

“or” but we used the conjunctive “and” and did it so that we could 
avoid the very kind of thing that your constituents have complained 
to you about. 

We have learned during the course of this hearing that there is 
some difference of opinion as to whether the Defense Department uses 
that definition or the old numerical definition, which the Congress 
has discarded. We will ask the Defense Department to conform to 
what we think is the intent of Congress. I should not say what we 
think; I think we should say, what we know is the intent of Congress 
with reference to the definition. 

I like your constituent’s suggestion about licensing; only instead 
of licensing, which may cause a lot of our American taxpa ayers who are 
businessmen very properly to get their backs up, possibly it could be 
handled by the issuance of certificates by SBA, and let these any 
apply to and establish their case before SBA that they are small busi- 
ness and let the certificate be issued which other departments can rely 
upon, provided, of course, there will always be periodic review, because 
a small business today may be big business next year. 

Mr. Petty. I think my constituent had in mind a certificate and 
not a license. I think he just used the wrong word there. 

Mr. Mutter. Thank you very much, sir. 

Mr. Petty. Thank you, Mr. Chairman. 

Mr. Mutrer. Now, Congressman Udall. 

This is Congressman Stewart L. Udall, of Arizona. 

We are very happy to have you with us this morning, Congressman 
Udall. 
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Mr. Upatt. I am happy to be here. 

I have with me Mr. Lee, of the National Park Service. He might 
identify himself for the record. 

Mr. Lee. My name is Donald E. Lee. I am Chief of Concessions 
Management of the National Park Service. 


STATEMENT OF HON. STEWART L. UDALL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARIZONA 


Mr. Upatu. Also Congressman John Phillips from California is 
interested in this same problem. He could not be here today. Some- 
one from his office is here, and he would like to put a statement in 
the record subsequently. 

Mr. Mutrer. All right. 

Mr. Upatt. I just want to make a brief presentation. It isa rather 
small problem, but one that is very important to a certain type of 
small-business man. 

The problem that we are here to discuss and make a presentation on 
today is the eligibility of the national park concessionaires for small 
loans. A constituent of mine has the Lassen National Park conces- 
sion under the Government, and Congressman Phillips has people 
who are interested in Kings Canyon and Sequoia Park, and we also 
understand there are other national parks where this same problem 
exists. 

These people operate under a 20-year lease, normally, with the Na- 
tional Park Service. That means when they go to banks to secure 
a loan for capital improvements along the line of real estate, particu- 
larly, that they are unable to do so because of the policies that all 
lending institutions have requiring a fee title before a loan of that type 
can be made. And a person such as my constituent, who, for instance, 
has been operating successfully for almost 25 years, and with the 
national park needs growing, his business has grown, and yet he can- 
not get a loan privately, and he seems to qualify in every way under 
the Small Business Act except that the Policy Board, the Loan Policy 
Board, has refused to permit them to come under the act on the ground 
that, as I understand it, due to the fact that they do not own the land, 
it might be difficult in case of liquidation to administer the liquidation 
process. 

Now, that seems to us to be a very unrealistic point of view, particu- 
larly in view of the fact that it is a case here of the left hand of Gov- 
ernment thwarting what the right hand is trying to do. 

Mr. Mutrer. Is that the sole objection, Mr. Udall, that they lease 
their concession rather than own the property ? 

Mr. Upaut. That is right. And, of course, the Government is the 
owner. That is the thing that seems to us to be the compelling argu- 
ment here, and the need for facilities is extremely critical. 

The national park system has not kept abreast of the growth of 
travel into our national parks, as Mr. Lee will tell you, and I will leave 
that to him to present it. But the principal objection is that the ad- 
ministrative costs during liquidation in case of default might be too 
great, and the difficulty of the disposition of collateral, they say. 

_ Mr. Mourer. Let me ask you, sir, if I may, if you do not mind my 
interrupting—— 
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Mr. Upatu. No, not at all. 

Mr. Muurer. Where are your concessionaires located? In what 
region ? 

Mr. Upaut. In the Lassen National Park, wt.ich is in northern Cali- 
fornia. The concessionaire happened to be a constituent of mine who 
is living there. 

Mr. Mutrer. To what regional office did they make their appli- 
cations? 

Mr. Upatu. It would have been to the office at San Francisco, now, 
Tassume. I am not familiar with that. 

Mr. Motrer. That is the branch of the Los Angeles region ? 

Mr. Upatu. Yes. 

Mr. Mutrer. Were any of their applications received for processing 
or upon inquiry were they told that there was no point in filing the 
application ? 

Mr. Upatyi. No. As I understand it, these various national park 
concessionaires have made inquiry and have been told, and the matter 
has been referred to the Loan Policy Board—and they have been told 
that they are not eligible, that there is no purpose in applying. 

Now, Mr. Barnes has advised us that he personally feels the Loan 
Policy reaction on this is unreasonable and unrealistic, and he has 
agreed to resubmit it at a recent date, but if there is no clarifying legis- 
lation on that point or an indication of the point of view of this com- 
mittee, who are very familiar with the law, we think it is an instance 
where not only the need of the National Park Service, but these people 
are small-business men. We have in my State, for instance, at the 
Grand Canyon National Park, one of the largest ones, one of the sub- 
sidiaries of the Santa Fe Railroad has a concession. Of course, there 
is no problem there. They can finance their improvements. In fact, 
they are going through a very large improvement program right now. 

But these small-business men who have concessions in the smaller 
parks are not able to do that and they have no place to turn except the 
Small Business Committee. 

Mr. Mctrer. Will you tell us what kind of concessions they are? 
If they were in the nature of recreational or amusement parks or 
amusement areas or amusement devices, the agency might very prop- 
erly say it comes within the exclusion of not financing or making loans 
to recreational facilities. 

Mr. Upati. The need of my people, and I think that will be true 
of all the others, is for hotels, restaurants, garages—in other words, 
capital improvement of that type. 

Mr. Mutrer. Service stations? 

Mr. Upatt. Service stations and those things. That is where the 
need is and thatis what they have asked the loans for. 

Mr. Mutter. Would it be fair to say that none of these constituents 
of yours who are looking for these loans come within the exclusion 
of recreational facilities or amusement devices ? 

Mr. Upau. Certainly, as far as I know, none of them do, and their 
needs do not embrace that area at all. In fact, they are regularly 
financing those. 

Mr. Rrentman. The only question I had was a followup of your 
question, Mr. Chairman. That is, in the area that you represent, is 
a portion of these concessionaire activity, although they do not need 
financing for this portion, recreational ? 
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Mr. Upatu. Yes, a portion of their activity is. However, their 
articular need, and what they want the loan for, is for these capital 
improvements. 

Mr. Rieuiman. I understand that. 

Mr. Upau. And they are able, under current capital, to provide 
their recreational needs. 

Mr. Rmutman. That is where I think, Mr. Chairman, the fine line 
of distinction arises: whether or not a portion of the funds that might 
be coming from SBA, or with the help of SBA, could be construed as 
being intended for use in connection with recreational purposes. I 
think that probably could be clarified. 

Mr. Murrer. That is why I asked the question, as to whether or not 
the agency took the position that they could not make the loan solely 
on the ground that they were lessees rather than owners, because that 
objection has not been raised to other business enterprises—that they 
were merely lessees. I think it would be safe to say that at least 75 
percent of the borrowers are lessees; they are not owners of their 
property. 

Mr. Upatu. Well, all of the data that I have and all that Mr. Barnes 
has indicated to both Congressman Phillips and myself, the reason 
given is not the recreational reason, but the fact that they do not own 
the fee, and if it were necessary to liquidate, it would be rather cumber- 
some and difficult. 

Of course, to me, since the Government owns the fee, it would not 
be difficult, and the problems that they anticipate would not arise. 

Mr. Murer. We have written no such restriction into the law, and 
up to this moment we have no such restriction in the regulations, that 
you must own the property in order to be able to get a loan. The least 
they ought to do is take the application and process it to see whether 
or not you can give them ample security for the repayment of the loan. 

Mr. Upatu. Yes. This is a general problem. There are other con- 
cessionaires. 

I have to run to another committee, but I would like Mr. Lee to 
make « presentation about the problem the National Park Service has 
and the need that exists generally for concessionaires for loans to small 
business at this moment. 

Mr. Mutter. We appreciate your coming in. Thank you,sir. You 
can be assured that the committee will make inquiry as to the matter 
you have presented to us. 

Mr. Upauu. Thank you, sir. 

Mr. Rrenitman. Mr. Chairman, would you inquire if Mr. Phillips— 
he spoke to me this morning—has a representative from his office here ? 

Mr. Jacques. Yes; he does have one here. 

Mr. Rrenitman. Maybe we can hear from both of these gentlemen 
at the same time, because apparently Congressman Phillips is con- 
fronted with the same problem in his district. 


STATEMENT OF KEITH H. JACQUES, ADMINISTRATIVE ASSISTANT 
TO REPRESENTATIVE JOHN PHILLIPS, OF CALIFORNIA 


_ Mr. Jacqurs. I am Keith Jacques, Congressman Phillips’ admin- 
istrative assistant. 
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Mr. Mourer. Will you identify Mr. Phillips fully on the record? 

Mr. Jacques. Mr. Phillips is John Phillips of the 29th District 
of California. 

I think Mr. Lee can present the problem adequately for both Mr. 
Udall and Congressman Phillips, exactly the position here. It does 
not turn exactly on the lease provision. 

We had a long conversation with Mr. Barnes in the SBA, and he 
indicated it would be very difficult for them to come in, one Govern- 
ment agency to liquidate property held by another in the case of 
default on the loan. 

As Mr. Udall said, Mr. Barnes himself does not interpose an objec- 
tion, but his Loan Board, after a long consideration, interposed the 
objection. And we felt that they were getting off into a field that 
was not contemplated by the committee in setting up his paricular 
legislation, and Mr. Barnes has agreed now to go ahead and resubmit 
it. And we hope that he will be able to persuade the Board to 
reconsider this matter. 

Mr. Mutter. I do not quite understand the objection, that the 
Government owns the property. Do these leases have any provision 
against assignment or being pledged as collateral for a loan? 

Mr. Jacques. No. In fact, I think their argument is not very 
strong, Mr. Multer. I think that the basis here is simply that in an 
ordinary case where you ordinarily have a property owner and he 
defaults, you can come in and by court order liquidate that property 
and sell it outright. 

In a case where it is on Government property, where it is simply a 
leasehold, even though he has gone ahead and made capital improve- 
ments on it, you have your other Government agency that has to enter 
into the situation and 

Mr. Muvrer. Only tothe same extent that any other landlord would 
have to enter into it. If there is no prohibition against mortgaging 
the lease or pledging it as collateral or assigning it, the Government 
xs a landlord is no different from any other landlord once they have 
made their contract. 

Mr. Jacques. I thoroughly agree with you, and we presented the 
case as such to Mr. Barnes. But I am simply putting forward to 
you now the objections raised by the Loan Board. 

Mr. Manerss. The Loan Review Board ? 

Mr. Muurer. You are talking about the Loan Policy Board; are 
you not? 

Mr. Jacques. Yes. 

Mr. Muurer. Not the Loan Review Board that is set up by Mr. 
Barnes in his own agency? 

Mr. Jacquers. No. 

Mr. Mutrer. The Loan Policy Board. 

Mr. Jacques. Now, we have a letter back from Mr. Barnes on 
February 18, and perhaps you would like to look at this to see whether 
you think it is apropos to enter in the record at this point and then 
await their decision, or in the meantime you may wish to advise them 
of what the feeling of the committee is on this particular matter. 

Mr. Murer. Suppose we read this letter into the record. It is 
dated February 6, 1955, over the signature of Wendell B. Barnes, 
Administrator of the Small Business Administration, addressed to 
Congressman John Phillips: 
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Dear CONGRESSMAN PHILLIPS: This will acknowledge receipt of your letter 
dated February 11, 1955, together with enclosure from the Director of the Na- 
tional Park Service concerning the granting of loans by this Administration to 
concessionaires operating facilities in the national parks. 

Although the stated policy of the Loan Policy Board has been to refrain from 
making loans to national park concessionaires, I shall, of course, be pleased to 
resubmit the matter to the Board at its next meeting for further consideration 
and will advise you promptly if the Board will sanction a modifiaction or reversal 
of its existing policy. 

It is signed, Wendell Barnes. 

Mr. Jacques. I think one of the difficulties that Mr. Barnes may 
be encountering is that the people on his Policy Board down there 
are familiar with the ordinary banking procedures where banks have 
refused to grant loans where it is only leasehold on Government prop- 
erty, and they are exercising that same type of policy here, even 
though you have two Government agencies dealing one with another. 

Mr. Mutter. Do those same banks, do you know, do those same 
private banks refuse to make loans to concessionaires on other leased 
property where there is a private owner of the fee? 

Mr. Jacques. That is the general intent that I have been able to 
gather from talking personally with Mr. Hays and with others who 
operate this type of concession, that they are not able to get private 
loans. 

Mr. Mutter. I come from an area which long ago attained the 
title “The Playground of the World.” Coney Island always has been 
a part of my Congressional District. We have never had that diffi- 
culty. Very few of the concessionaires out there have ever owned the 
fee. Practically all have had only leaseholds. They have had no 
difficulty getting financing, not as much as they would like to have, 
but they have been able to get financing from private banks. I do 
not think any of them have applied to SBA for loans, except that 
some of the people in that area have gotten disaster loans, because of 
the last hurricane. 

Mr. Jacques. I was only speaking where the leasehold is on prop- 
erty owned by the Federal Government, not where it is a leasehold 
on private property. 

Mr. Murer. Large parts of that area are owned by the city of New 
York, and have been in turn leased to concessionaires. They have 
had no difficulty getting private financing when they otherwise can 
qualify. I do not know why you should have a different situation 
there. 

Mr. Jacques. The only reason I can see for it, Mr. Chairman, is 
the fact that the Government regulations set up ofttimes interpose 
a lot of red tape making it more difficult for banks to process this 
type of loan and in turn to realize on it if there is a case of default. 
Consequently, having a limited amount of capital to invest, they natu- 
rally divert it to other channels where there is not as much redtape, 
and where they can realize just as great a profit without the difficulty. 

But we do know that in this particular case we have experienced a 
great deal of difficulty. Mr. Hays is a man of substantial means, and 
ordinarily if he were in another type of business he would be able to 
obtain a loan from a bank. But their policies are completely against 
it where it is a national park. 

Mr. Mutter. Are these parks open the year round? 
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Mr. Jacques. In our particular area of California they are. Now, 
there are some parts of the country where they would not be open 
because of weather conditions. But California having a rather mild 
climate, the park does operate year round. 

Mr. Mutter. Thank you, sir. 

Mr. Lee, would you care to give us the benefit of your statement? 


STATEMENT OF DONALD E. LEE, CHIEF OF CONCESSIONS MAN- 
AGEMENT, NATIONAL PARK SERVICE, DEPARTMENT OF THE 
INTERIOR 


Mr. Ler. I appreciate the chance to present the National Park 
Services’ interest in this matter. 

Since World War II there has been a tremendous increased use of 
national park areas by visitors. We have found that the eating facili- 
ties, the cabins, and the lodges and inns in many cases are wholly 
inadequate to take care of the demand that has been developing. 

Our visitation figures show just an unbelievable rise over the past 
10 years. 

Now, the purpose of the loans here, as we see the picture today, 
would be to provide cafeteria services, dining room services, cabins, 
filling stations, and things like that. They would not be the type of 
thing that you would normally expect to find in an area that is devoted 
purely and simply to the recreation of people. 

I believe that there has been a recognition of that fact by the Small 
Business Administration, and I think that in their consideration of 
it they have not ruled that the purpose of these loans is for recreational 
purposes. At least, that is my understanding of it, sir. 

We had a request, or there was a request made, I should say, by the 
Assistant Secretary of the Interior, Orme Lewis, upon the Small 
Business Administration about a year ago pointing out the fact that 
the concessions were having trouble in securing adequate financing to 
put in these additional facilities. About that same time, I miay say 
that the Mesa Verde Co. in Colorado, which operates that park, made 
an application to the Denver office of the Small Business Administra- 
tion. We received an inquiry from the Denver office asking whether 
the Director was about to grant a new 20-year contract, which is the 
statutory limit, to the company, and asking whether the Director in- 
tended to have the company expand its facilities. We replied to that 
inquiry and informed the Denver office that it was as represented by 
the concessionaire, that there was this need for extensive plant de- 
velopment there in the park to take care of the increased visitors to the 
park area. 

About that same time the Assistant Secretary’s letter went over to 
the Administration, and the Administration ruled as a matter of 
policy that it could not see its way clear to approve loans to conces- 
sions in these park areas. The reasons were as stated by this gentle- 
man. 

We need very definitely in these 3 parks, Sequoia and Kings Canyon 
National Park, which are really 2 parks, Mesa Verde, and the Lassen 
Voleanic National Park people that Mr. Udall represented, to expand 
these facilities. That has been clearly demonstrated. 
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New, these concessions have all shown profitable operations in the 
postwar years, but with the seasonal aspects of some of their opera- 
tions—in fact, their biggest visitations, of course, is during the summer 
months—and with the extra costs, the higher costs of construction to- 
day, as well as, of course, the increased taxload, the earnings of these 
concessions have not been suflicient so that they can expand the plant 
out of their profits, which have been relatively modest. 

However, as I say, they do have an unbroken record of successful 
operation. 

So they have not been able to go to banks, as this gentleman ex- 
plained to you, and secure these loans. In a number of cases, the 
loans that are made are made largely on the strength of the financial 
standing of the individual members of the corporations. 

So we are faced with the dilemma of trying to improve these facili- 
ties in the parks, and there has been considerable criticism of our 
agency by the public. And I want to point out here that actually 
this loan would not be primarily to satisfy another Government 
agency, because the real beneficiary here would be the public, the 
traveling public. 

As you probably know, there have been articles appearing in maga- 
zines recently criticizing the National Park Service for the condition 
of the concession facilities that are found in these parks, and that is 
really the fundamental reason that we are in this dilemma. That is, 
Congress has said, “Put these facilities in- through private capital 
under these concession contracts.” 

We go to the concessionaire and he says, “Well, fine, I am willing 
to expand the plant, but I don’t have enough capital to expand the 
plant.” 

It is true that some of the larger ones need far more than would 
be allowed under the existing statute here on small business, but we 
have a number of small operations where the maximum provided by 
this law would be very beneficial. 

So we are very hopeful that through some means we will be able 
to secure some relief for a number of these concessionaires, who are 
perfectly willing to enlarge the facilities of the plants in the parks 
and have a very satisfactory earning record to show that there is little 
probability of their being faced with a default or liquidation, assum- 
ing, of course, that your business cycle continues anywhere near the 
way it is today. 

That is substantially the situation, and I will be glad to answer any 
further questions in amplification that you may wish. 

Mr. Mutter. Mr. Riehlman. 

Mr. Rrentman. I have no questions. 

Mr. Mutrer. Mr. Lee, without attempting to relieve SBA of their 
lending functions, assuming they should be properly exercised here, 
is there no provision in the law by which the national park system 
can construct and erect and own the buildings and then rent the build- 
ings to these concessionaires ¢ 

Mr. Ler. No, sir; there is not. The act relating to the concession 
activities in the park services is one under which it provides that these 
facilities shall be put in by firms, corporations, and partnership under 
20-year contracts with the Secretary of the Interior. In the major 
areas, we are authorized to enter into those contracts without competi- 
tive bidding, for reasons which I believe are clearly satisfactory. 

62408—55—10 
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We do occasionally, I may say, in reply to your question—we do 
occasionally acquire the ownership of a piece of property in a park. 
Generally, that is because we are enga in a land-acquisition pro- 
gram, and there may be an inn upon that tract of land. Or in one 
case Congress specifically appropriated funds for the park service to 
buy out a concessionaire at Mount Rainier National Park. He was 
about to discontinue the operations, and Congress authorized us to 
buy the plant out. We advertised the plant on an operational basis 
and secured only the bid of the prior concessionaire, because he had 
his equipment and his personnel lined up. 

So occasionally we will, in reply to your question, have a small 
amount of property that is owned, but basically the facilities in these 
parks are all put in there by private capital. 

Mr. Muurer. Thank you very much, Mr. Lee. 

Mr. Rrexutman. Might I make this suggestion, Mr. Chairman: it 
appears to me that the Small Business Committee, under your leader- 
ship, could take this matter up directly with the Administrator and 
see what can be done to correct this situation, and if possible find out 
definitely the reasons for the Loan Policy Board not being willing 
to make this type of loan. 

Mr. Murer. Yes. We will contact the agency. The suggestion 
is a good one, and we will find out just what prompted the Loan Policy 
Board to make its decision, and maybe that will be another reason to 
sustain our effort to remove that provision from the law, so that this 
will be a completely indepeneent agency and not be required to take 
direction as to loan policy from the other two agencies, 

Thank you, gentlemen. 

Now, Mr. Hamlin, 1 am sorry to have interrupted your testimony. 

Mr. Hamlin has presented his direct statement. We have copies 
here, and we are in the process of interrogating him. 


STATEMENT OF JOHN HAMLIN, SMALL BUSINESS ADVISER TO THE 
ASSISTANT SECRETARY OF DEFENSE FOR SUPPLIES AND LOGIS- 
TICS, ACCOMPANIED BY LEONARD C. ETHERIDGE, PROCUREMENT 
SPECIALIST—Resumed 


Mr. Murer. Now, Mr. Hamlin, can you elaborate on the discus- 
sions with reference to the definition? I think you have heard, 
while in attendance liere, that there is a difference of oninion between 
the two agencies. SBA is following the intent of Congress as ex- 
pressed in the act as to what is small business, while it appears that the 
Defense Department is following the old definition, which we thought 
Congress had discarded. 

I think there is still a directive outstanding in the Defense Depart- 
ment that their criterion of determining small business is solely the 
numerical standard. That is, anything over 500 employees is not 
small business and anything under 500 is small business. 

Mr. Hamurn. Yes, Mr. Multer. The definition of small business 
that is used by the Defense Department is contained in our Directive 
4100.10, section IIT A, and it reads as follows: 


A small business concern is one which, including its affiliates, employs in the 
aggregate fewer than 500 persons. This definition shall be in effect for all 


procurement matters and those directly related to procurement subject to modi- 
‘ication by the Small Business Administration. 
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Mr. Murer. What is the date of that directive? 

Mr. Hamutn. December 16, 1954. 

Mr. Muurer. That would seem to me to be contrary to the defini- 
tion in the act setting up the Small Business Administration, because 
the Small Business Administration necessarily is bound by the defi- 
nition that we have set forth in the act. I think you ought to call 
that to the attention of whoever is responsible for the directive and 
have it amended according] 

I like the idea of referring to the Small Business Administration 
for their determination. I do not know whether you were here when 
the Atomic Energy Commission representatives testified. They solved 
that problem very nicely, I think. They simply refer it to the Small 
Business Administration and take their determination, as to who is 
or who is not small business, and then act accordingly. 

Don’t you think the Defense Department can do that, too? 

Mr. Hamurn. Mr. Multer, the Small Business Administration par- 
ticipated with us in developing this directive, and it was our belief, 
and I believe theirs, that we were in accordance with the law and 
with the SBA regulation on the matter when we adopted this defini- 
tion into our directive. 

If I may, I would like to comment on the definition. 

Mr. Mutrer. Yes. 

Mr. Hamu. I think we all recognize that it has shortcomings, 
and it would be our view that any definition would have plenty of 
shortcomings because any definition would involve drawing a line 
which would be in a sense arbitrary, and everybody above is ‘big and 
below it is small, and there would always be an injustice in such an 
arbitrary separation. 

I made a list of what appeared to me the criteria of a good defini- 
tion, and by these criteria it becomes pretty hard to think of another 
definition which would be as good as the one we use. I would like 
to mention the criteria. 

First of all, the definition should be objective. It should be some- 
thing that you can determine by reference to something that anyone 
can readily count, and not dependent on something that might be a 
matter of subjective judgment, like whether or not a company is 
dominant in its field. That could readily differ from one individual 
to another. 

As a working definition, we think that would be very difficult and 
would result in different decisions for the same company by different 
people. 

Secondly, we think that whatever this is measured by should be 
reasonably public, and not something that could be readily concealed 
by a company such, for example, as their volume of business. 

Thirdly, we think it should be universally applicable, that is, to 
all industries, because otherwise we run into very serious difficulties 
in attempting to classify a particular applicant as to what industry 
he isin. Some industries are in several businesses, and that would be 
extremely difficult and would create a lot of controversy. 

Fourthly, we think that the breaking point should be reasonable, 
that is, a workable definition must not throw too many or too few 
companies in either the upper or the lower category. 
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Finally, there should be as little arbitrariness about it as possible. 
Granted that when you select one figure, that is arbitrary. But if 
you had arbitrary decisions in every industry, you would have argu- 
ments in every industry about where the line should be drawn. 

Now, when you measure our definition against these criteria, or, 
I should say, the definition that is now being used, against these 
criteria, you find it difficult to find an alternative that would be as 
good and practical a working definition as we are now using. 

One more point. Any change in definition would, of course, invali- 
date past statistics. 

Mr. Mutrer. Will you read your definition again from the 
directive ¢ 

Mr. Hamutn (reading) : 

A small business concern is one which, including its affiliates, employs in the 
aggregate fewer than 500 persons. This definition shall be in effect for all pro- 
curement matters and those directly related to procurement subject to modifica- 
tion by the Small Business Administration. 

Mr. Muurer. If you did not have “subject to modification by the 
Small Business Administration,” I would say to you with all due 
deference, I could not more thoroughly disagree with your arguments 
against our definition as written in the law. I think the members of 
the Small Business Committee and members of the Banking and 
Currency Committee in approving that definition had in mind the 

various complaints that had come to us before that, and which con- 
tinue to come to us insofar as the Defense Department’s definition is 
concerned, because I think you will find that they are just taking your 
definition and using the figure 500 and i ignoring everything else. 

Now, in your definition you say, “the company and its affiliates.” 
In other words, if the company and its affiliates have less than 500, 
it will be small business. 

Now, that should obviate the objection that we get, such as was 
given to us a short time ago by Mr. Pelley, that a company which is 
obviously big business, instead of going in and bidding itself, estab- 
lishes a subsidiary, and the subsidiary has five people working for it, 
and that subsidiary then goes in and qualifies as small business. 

Now, if somebody made the inquiry, “Who is your superior here, 
who owns your stock, how many employees are engaged in the entire 
overall picture, with the holding company or the manufacturing 
company and this agent company ? 7” Then they would be disqualified 
under that definition. But apparently nobody is going beyond the 
question of John Jones C 0. coming in and saying, “I run this company 
together with four men.” He is small business. Actually, as has 
been indicated by Congressman Pelly, he is just the alter ego of the 
company which is obviously big business. 

Only a breakdown in administration can evade our definition. The 
Congress decided you cannot apply the same definition to every indus- 
try. It must vary from industry to industry, as has been “pointed 
out in the testimony that we have taken over the years, and that is 
why we tried to make it flexible and at the same time set forth some 
criteria which are fair and can be used. 

Now, we realize that there will be a difference of opinion between 
men and between lawyers. That is why the Antitrust Division of 
Justice will have to take some people to court while those other people 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 143 


will go in before the Federal Trade Commission and sit around the 
table and iron out their difficulties. There are going to be differ- 
ences of opinion. But I think, by and large, we can resolve the ques- 
tion of small business, who is and who is not small business under 
the definition we wrote into the law. 

Somebody is going to get hurt somewhere along the line every now 
and then, but I think reasonable men can sit down and discuss those 
things and iron them out so that the small-business man is not hurt. 

If vou err occasionally, it is to be forgiven, because no Government. 
or Government agency is going to be perfect. 

But I think if there was more reference in accordance with that last 
paragraph of your definition to the Small Business Administration 
as to who is or who is not small business, we would not be getting all 
the complaints we get, complaints which indicate that small business 
is excluded from Defense Department procurement. 

I think the members of my committee will agree with me that your 
department should give very serious consideration to revising that 
directive and also to whether or not the smart thing would not be to 
follow the Atomic Energy Commission procedure of letting the Small 
Business Administration determine who is or is not small business, 
if there is a question raised as to whether they qualify or do not. 

Mr. Seevy-Brown. Could I ask a question at that point / 

Mr. Muurer. Yes, Mr. Seely-Brown. 

Mr. Srety-Brown. I wonder if you do that. 

Mr. Hamutn. Not in individual cases, Mr. Seely-Brown, but we 
consider that we are responsive to the Small Business Administration 
in this matter of the definition. 

Mr. Seety-Brown. Has an individual case ever been brought to 
your attention where vou were uncertain in your own minds as to 
whether your definition applied, and as a result you took that case 
specifically to SBA for their final determination? In other words, 
has the last sentence, as I listened to your reading it in your directive— 
have you ever used that last sentence ? 

Mr. Hamu. The last sentence, Mr. Seely-Brown, is intended to 
ena that we would change our definition if we were directed to do so 

by the Small Business Administration. It is intended to recognize the 
fundamental authority of the Small Business Administration in the 
field of setting the definition. 

Mr. Seery-Brown. But you yourselves have not as yet gone to 
them and asked for their advice or their suggestions in your own 
determination’ If you had a borderline case, you have not gone and 
asked them whether or not in their opinion you should rule one way 
or another ¢ 

Mr. Ernerepce. No. 

Mr. Hamury. Not in individual cases ; no, sir. 

Mr. Mcurer. The question very often arises as to whether or not 
‘i small business is competent to perform a defense contract. In those 
cases you do take the certificate of the Small Business Administration ; 
you let them make the determination and you take their certificate that 
the « ‘“ompany is competent. 

I think you might go one step further. If you take it for com- 
petency, you ought also to take is as to whether or not it is or is not 
small business. 
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Now, to turn to another subject, some years ago General Thomas of 
the Air Force—he has sincé retired—set up for the Air Force a method 
of integrating or trying to integrate small business into the Air Force 
procurement program, both as prime contractors and subcontractors. 
And then that method was adopted by the other agencies in part. The 
Navy followed it and the Army did follow it for a time. I am not 
sure, but I believe the three departments now have given that up. 
That was the idea of sending members of the departments through the 
country, either in mobile units or setting up exhibits in various large 
industrial centers to which small-business men were invited into the 
agencies or into the departments’ exhibit, and there they met with 
representatives of the departments of the military and big business 
and discussed how they could each help the other, both by having small 
business take prime contracts and also have the primes subcontract. 

Do you know what has happened to that program ? 

Mr. Hamu. I believe that was at a time of expanding defense pro- 
curement, Mr. Multer. The problem of being fair to small business 
at that time is very different from that in a time of declining total 
procurement. 

Mr. Mvtrer. I will agree with you that the reason is different, but I 
think that the problem is still with us. There, of course, the Govern- 
ment was very anxious to get everybody integrated into the war work. 
But I think now it is just as necessary to get them integrated into the 
procurement effort even though it may not be a war effort. It is still 
an economic effort if not a defense effort. I think that the program 
can be used even in peacetime. 

Mr. Eruereper. May I add, Mr. Chairman, in that respect, while 
we do not have a program like the mobile unit going around the 
country or perhaps holding meetings or conferences in various sections 
of the country, where we draw the prime contractors and the small 
people together, most of our large procurement offices do maintain per- 
manent displays and exhibits of the types of items that that particular 
office is buying. 

For example, you can go to the Quartermaster procurement offices 
and they have displays of the various types of clothing, textile goods, 
and other items that they buy. The Corps of Engineers maintains a 
display in Chicago. The Ordnance districts maintain displays of the 
types of items that they buy. 

We do have the displays, but only at the purchasing offices. We 
don’t have a program of the mobile type. 

Mr. Murer. Could we have submitted to the committee a complete 
list of the procurement offices maintained by each of the departments 
throughout the country, and include the PX’s and ships’ stores, with 
the names and addresses of the men in charge of those agencies, 
together with an indication of whether or not they are of the military, 
and if so, their rank, and if not, their civilian title, and whether or not 
they are civil service or exempt positions ? 

Mr. Ernerepcr. You mean, of all of the purchasing activities? 

Mr. Mutter. Yes. 

Mr. Ernereper. Are you talking about small business specialists 
specifically ? 

Mr. Mutter. No. We want, first, the overall procurement, and, of 
course, in addition to that, if you indicated which of those offices have 
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a small-business specialist, and indicate the name and address of the 
small-business specialist, whether he is a civilian or of the military, 
and if of the military his rank, and who the small-business specialist’s 
superior is in each office, who he is responsible to, who gives him his 
orders and directives, and whether that person is a civilian, and if so, 
title, and if military, his rank 

Mr. Eruereper. You see, in posts, camps, and stations, you will have 
a military man at the top of every one of them, because procurement 
at that particular post, camp, or station will, of course, come under 
the comanding officer of the installation. 

Mr. Mcurer. Is that the same for PX’s and ships’ stores outside 
of the continental United States? 

Mr. Eruereper. Outside of the continental United States ? 

Mr. Murer. Yes. 

Mr. Ernereper. Yes. For administrative purposes, it would come 
under the commander of the installation. 

Mr. Mcurer. Will you supply all of that information for us, too, and 
look particularly into the question of why the New York Quarter- 
master has advised people that procurements for ships’ stores and 
PX’s outside the continental United States are within the hands of 
civilian procurement officials appointed by the military or by the 
armed services stationed abroad ¢ 

Mr. Ernereper. That I would have to look into. I am not sure 
of that. 

Mr. Mvutrer. I wish you would look into that, because it is directly 
contrary to what you have just said, that a military man or a member 
of the armed services would be in charge of the procurement. I have 
been specifically advised to the contrary, and I was very much surprised 
to get that kind of information. 

Mr. Ernerepce. Most of our procurement for overseas in the ships’ 
stores and the PX’s is handled in the United States. 

Mr. Mutter. I thought so, too. 

Mr. Eruerepee. It is handled through the New York office, and 
one or. the west coast. 

Mr. Mutter. I thought so, too, and I have been advised to the con- 
trary, and that is why I asked you to give us an official statement on 
the subject. 

Mr, Eruereper. All right. Mr. Chairman, I think you are asking 
quite a question. I want to find out how far down you want to go, 
because we have local purchasing activities in all of our posts, camps, 
and stations, which are going to make it run to quite a sizable figure 
as to the number of people that we have got to run down to find out 
who the commanding officers are and who the purchasing officers are 
and the small-business specialists. 

Of course, we know the small-business specialists. But we will have 
to go back to all of the departments to find all of those places—— 

Mr. Motrer. If I can make it easier for you, this subcommittee is 
not interested in the big procurements, the aircraft procurements or 
shipbuilding programs or things of that kind. Our Aircraft Sub- 
committee may very well get after you on that, but let them determine 
whether or not they need that. We are interested primarily in that 
procurement where small business can participate. I do not want 
you to make the determination of whether or not they should partici- 
pate. 
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Mr. Eruereper. No, no. 

Mr. Motrer. But if you can give us that information so that we 
can then make further inquiries, I think it will be very helpful. 

Now, I do not expect you to give it to us overnight. 

Mr. Ernerepce. We could get it to you very quickly if you would 
dispense with the names of the officers or people that are command- 
ing at these places. 

Mr. Motrter. I do not think it will help us in our inquiries or in an 
attempt to go further in our inquiries if we do not have names. 

Mr. Seety-Brown. Could I ask a question, Mr. Chairman ? 

Mr. Mutter. Yes. 

Mr. Srety-Brown. It occurs to me that with the constant change 
in your personnel, the name you might send down, next week, by the 
time we wrote a letter to that gentleman, the letter would be forwarded 
to that officer and he would find himself stationed in some other part 
of the country. 

Mr. Ernereper. That is right. 

Mr. Srety-Brown. And actually his title—I mean, the title of the 
officer, and we could write, “Dear Sir,” and we could find out who 
that fellow was quicker than if we wrote to a person by name, because 
he might not have that job any more. That is what I am afraid of. 

I certainly want to get the information you are looking for, Mr. 
Chairman. Do not misunderstand me. I am just wondering the best 
way to get it. 

Mr. Movrer. How difficult would it make your job if you indicated 
to us how long that commanding officer was at that particular station 
up to the time of your letter, or up to the time you gave us this infor- 
mation ? 

Mr. Ernerepce. I do not know. You are asking quite a job. 

Mr. Murer. I am very persistent about this because I think we will 
have to make some very pointed inquiries of certain people no matter 
where they may be located, and we will need the names to ask them 
the questions, even though they are not at the station that you may 
indicate to us that they are at when you give us the list. 

We may have to seek them out wherever they are and ask very 
pointed questions of them. That is why we need the names. 

Mr. Eruerepce. All we can do is to try to get this information for 
you, and I do not know how long it will take us, because it is quite a 
sizable order. 

Mr. Meurer. You do the best you can, and we will give you as much 
time as you need, and we will appreciate it if you get it to us. 

Mr. Srety-Brown. Mr. Chairman, could I interrupt once more? 

Mr. Moutrer. Surely. 

Mr. Srety-Brown. Since you are specifically concerned in a case 
in the New York area, perhaps if that particular information can be 
supplied as quickly as possible and then the rest at some later date, 
it might make it easier for you to concentrate your efforts in one par- 
ticular area. 

Mr. Mutrer. Yes. That would be very helpful. Frankly, I think 
those of you, if you have been here throughout the hearings up to this 
point, know that this committee in its hearings in prior years has de- 
veloped the fact that in certain places, certain procurement offices, 
there were persons who sat on the small-business specialist and would 
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not let him do the job he should do for small business. And, frankly, 
I want to know if that man has been moved out of that procurement 
office into another one, because then I am-going to follow him into 
that place to find out what he is doing there. That is why names are 
so important. 

Now, it may be that the man is out of the service already ; but if it 
is, if he has gone, then maybe the situation has improv ed. But if 
he is moved from one office to another and the situation is improved 
in his last office, then I am afraid it is going to get worse in the other. 
And we want to stop it if we can. 

Mr. Ernerepce. With respect to this information that you want 
about the PX’s and ships’ stores, do you want the locations of the 
PX’s in foreign countries? 

Mr. Mutter. If the purchasing is being done abroad for those PX’s, 
then we do need that. 

Now, if the purchasing is being done in New York, then that should 
be sufficient. But if the purchasing is being done abroad, then we 
want to know where the stations are and who is doing the buying. 

Mr. Rrenuman. Mr. Chairman, I want to refer again to the ques- 
tion that you asked with respect to mobile units trav eling throughout 
the country calling the attention of small business to its. opportunity 
to produce for the Defense Department. 

A statement was made, I think by Mr. Hamlin, that at that time we 
were trying to encourage small business and all business to be active 
in producing for the Government. As far as I am concerned, I would 
like to leave this suggestion with you: as a representative of smail 
business, and vitally interested in its welfare in the period that we 
are in at this time and the one we hope to enter in—which will be 
peacetime—it is far more important even than during time of war 
that we do something to protect small business and institute a pro- 
gram that will encourage them to stay in business and do everything 
we can to help them and extend such help from the Defense Depart- 
ment particularly, because it is one of our biggest procuring agencies 
in the United States of America. Small business has got to ‘have pro- 
tection and help at this time as well as in period of war, because if it 
is not protected now, when we need the productive capacity of smal! 
business in wartime we may not be able to get it. 

So it behooves the people who are in ‘the Defense Department 
charged with watching out for small business, as well as SBA, to 
institute a program of encouragement and help at this time, as well 
as spending a lot of money w hen we are at war to go out and encour- 
age small business to produce at that time. And I hope that that seed 
may be planted in the minds of those in the Defense Department, and 
that something constructive will come from it. 

Mr. Mutrer. Mr. Seely-Brown ? 

Mr. Seety-Brown. No questions. 

Mr. Mutter. Mr. Johnson, did you have some questions ? 

Mr. Jounson. Yes, sir. Thank you, Mr. Chairman. 

Since I have not heard the whole proceedings, if I ask a question 
that has already been asked, I hope you will stop me. 

Mr. Hamlin, with reference to your criteria for the small business 
definition, I wonder if you are familiar with the plant and company 
classifications that the Bureau of the Census maintains. 

Mr. Hamurn. Only generally. 
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Mr. Jounson. Are you familiar with the monthly reports of the 
Bureau of Old Age and Survivors Insurance, which reports are based 
upon company names and industry classifications for each company ? 

Mr. Hamu. No. I am familiar with a similar report that was 
put out in California by a State agency, but not with a Federal report. 

Mr. Jounson. Those company names and industry classifications 
would be available to you, would they not ? 

Mr. Eruerrepee. Yes, sir. 

Mr. Jounson. In view of the tremendous impact of your procure- 
ment practices, or the impact that your procurement practices might 
have on the whole structure of American industry, do you not feel 
that you have a responsibility for a generally fair participation and 
distribution of these contracts among various sized groups, quite aside 
from your statutory responsibility to small business ? 

Mr. Hamu. I think so. 

Mr. Jonnson. Do you have any reports available to you which 
show the distribution of your contracts or the distribution of the dol- 
lar value of your contracts among different sized groups? 

Mr. Hamnin. Yes; we do. 

Mr. Jounson. Are those made public? 

Mr. Hamuin. Yes; they are. 

Would you like a copy 

Mr. Jonnson. Surely. 

How many different sized groups do you deal with? I am think- 
ing, of course, of size groups of companies. 

Mr. Hamutn. Yes. We have figures only on the breakdown be- 
tween small business and other than small business, as defined in our 
directive, that is, under 500 and 500 and over. 

Mr. Jonnson. Then we do not know anything about how the con- 
tracts are distributed within the large range of firms, the large range 
of size groups that have more than 500 employees? 

Mr. Hamury. That is correct. We don't. 

Mr. Jounson. For this fiscal year, what will be the dollar volume 
of your contracts, approximately ? 

Mr. Hamu. The total for 1954 was $11,563 million and the total 
for 1953 was $28,394 million. The total for 1952 was $41,248 million. 

Mr. Jonnson. Do you have an estimate of what the current fiscal 
year will be? 

Mr. Hamutn. These figures suggest a downward trend, and we 
don’t think it is going to continue as sharply as it has been. 

Have you got that? 

Mr. Ernereper. I would guess somewhere in the neighborhood of 
$14 billion or $15 billion, of new procurement. 

Mr. Jonnson. Do you have a budget estimate for the succeeding 
fiscal year? 

Mr. Ernerence. The next year? 

Mr. Jornson. Yes. 

Mr. Ernereper. No; I am sorry; I don’t. 

Mr. Jonnson. Do you know that your dollar volume of contract- 
ing will go down in the next suceeding year? 

Mr. Ernerence. I think that it will remain about the same as it was 
for this year. The appropriation, I think, was about the same as was 
requested for this year. 
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Mr. Jounson. Of the total dollar volume for the last full fiscal year 
for which you have figures, how much of that went to General Motors? 

Mr. Eruerenee. That I don’t know. 

Mr. Hamurn. We don’t have anything on that here. 

Mr. Murer. You can supply it, though? 

Mr. Eruerever. Yes. I think that is already available, because I 
think some of the committees have been getting that information all 
along. 

Mr. Jounson. Mr. C hairman, may I ask if we could have the fig- 
ure separately so that we w ould not have to look through the reports 
of the other committees ? 

Mr. Murer. Yes. 

Mr. Ernerepce. I am not suggesting that you look through the 
other committee reports. We will provide you with that. 

Mr. Jounson. Are you familiar with the reports which the De- 
partment of Defense at one time made public showing the dollar vol- 
ume of contracts held by each of the 100 largest contract holders? 

Mr. Hamutn. Yes, I have seen copies of that report, although it was 
published before I was associated with the Department of “Defense. 

Mr. Jounson. Can you tell us now or could you prepare for the rec- 
ord later a statement which sets out the dates for which that report 
was released to the public, beginning back with the first issue during 
World War II and stating also the date when that report was dis- 
continued ¢ 

Mr. Ernereper. Did you say World War IT? 

Mr. Jounson. Yes, if my memory is correct. 

Mr. Rieutman. Mr. Chairman, might I ask what this report is? 
What are you trying to secure? 

Mr. Jounson. If my memory is correct, there was a report—lI be- 
lieve it was a monthly report—the first issue of that report was made 
during World War LI, and it showed the dollar volume of contracts 
held by each of the 100 top contract holders. I believe that the final 
report of the Small Business Committee at the end of the last session 
of Cengress recommended that that report be reinsti‘uted. Some- 
where along the line it has been discontinued. 

Mr. Eruerepce. I am not familiar with it all the way back as to 
World War II. If you and I are thinking of the same report, it be- 
gan shortly—probably the first year—after Korea, the beginning of 
Korea, and it was an annual report instead of a monthly report. 

Mr. Jounson. That is a thing we would like to be sure Soak if we 
could, whether it was a monthly report, at which times or which 
years it Was a monthly report, and for which years the report was pre- 
pared and made public. 

Mr. Hamurn. We can supply that information, Mr. Johnson. 

Mr. Jounson. Do you know whether or not anything has been done 
about that recommendation of the committee in its report of last year, 
that you reinstitute that report? 

Mr. Eruerepce. We would just have to check with our statistical 
people. It seems to me that the last one was dated for the fiseal year 
1953. There may have been one put out last year. I am not sure. 

Mr. Mvurer. Mr. Johnson’s question is directed to what, if any- 
thing, the Department has done to follow the recommendation of the 
committee to reinstitute the issuance of this report. 
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Mr. Ernereper. We will have to check with the statistical people 
to find out. 

Mr. Mutrer. If you will, please. 

Mr. Jounson. Mr. Hamlin, you mentioned this fair proportion 
problem in your statement. Several members of the committee who 
are not here today have mentioned to me that they would like to have a 
fairly full discussion of what you consider your responsibilities under 
the statute to be with reference to that fair proportion item. I do not 
presume that I need read the section of the law. I imagine you have 
memorized it, and I am sure that all members of the committee know 
it quite well, too. 

Mr. Hamu. Mr. Johnson, our directive, 4100.10, contains in section 
III, subsection D, a definition of a fair proportion, which reads as 
follows: 

A fair proportion of the total purchases and contracts for supplies and services 
for the Department of Defense to be placed with small-business concerns is 
defined as that proportion which small-business concerns can win in open com- 
petition, provided they are given an equitable opportunity to compete. 

And that definition is further supplemented by section E, which 
defines an equitable opportunity to compete. This definition specifies 
the considerations which were emphasized at the outset of this hearing 
by Chairman Multer as being of particular importance in assuring to 
small business a fair share of defense procurement. 

Mr. JoHnson. Can you tell us what percentage of your contracts, in 
terms of dollar value, is awarded by open competitive bids? 

Mr. Hamurn. You mean by advertised procurement 

Mr. Jounson. Advertised bids; yes. 

Mr. Srety-Brown. Mr. Chairman, since that is such an important 
question and an accurate answer is one that certainly we all want to 
get, possibly the witness would prefer to supply that for the record 
after they have had a chance to make sure the figure they report is an 
accurate one, rather than one which they have to put together hurriedly 
from their facts. 

Mr. Eruereper. Yes. We could give it to you in dollars, but not in 
percentage. 

Mr. Mutter. Suppose you prepare a compilation for the committee 
and submit it to us which will show us by dollars and by percentage the 
amount that is advertised, the amount that is negotiated, and then sep- 
arately the amount that—I wonder whether this would come within 
a third category—I have in mind the purchases of up to $1,000, which 
is many times so-called spot purchases. Do they come within the 
classification of negotiation ? 

Mr. Eruerener. Negotiation. 

Mr. Muurer. Could you break down that negotiation, then, into two 
parts, so as to give us those so-called on-the-spot purchases of up to 
$1,000 2 

Mr. Eruerepce. That I am not sure of. 

Mr. Muurer. We would like to have the volume. 

Mr. Eruerencr. That I am not sure of. Perhaps we can work that 
out. 

Mr. Mutter. If it can be done, we would like to have it. 

Mr. Eruerepce. The total number of transactions under $1,000? 

Mr. Muurer. Yes. 

Mr. Rrenuman. And that would be for all military services? 
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Mr. Mvturer. Yes. 

Mr. Ernerepce. Yes. I think we can get that, the total transactions 
under $1,000. 

Mr. Jounnson. Do you now make a regular report, a monthly or quar- 
terly or otherwise—— 

Mr. Eruereper. We make a quarterly. 

Mr. Jounson. Which shows the percentage of contracts awarded 
by advertised bids ? 

Mr. Ernereper. Yes, sir. 

Here isa copy of our quarterly report. 

For example, I am looking here at the July-September period. 
There was $3 billion placed, of which $331 million was advertised ; 
~2,689 million was negotiated. 

Mr. Jounson. Then quite a very large percentage is negotiated 

Mr. Eruerepce. Yes, sir. 

Mr. Jounson. What criteria do you have for determining whether 
small business has received a fair proportion of your negotiated 
contracts ¢ 

Mr. Hamutn. The criteria are the same. They are afforded a 
competitive opportunity. Competition exists in a negotiated pro- 
curement as well as in an advertised procurement. 

Mr. Jounson. I had in my notes that I had planned to ask you the 
question whether or not you had ascertained if small business is 
vetting a fair proportion, but it seems to me that I am confused about 
the definition. It seems that it would be automatic by the definition, 
whatever small business wins would be a fair proportion, would it 
not ¢ 

Mr. Hamury. It would be, provided we were successfully in always 
accomplishing the objectives of our policy. To the extent that we 
are not completely successful in meeting those objectives, we fail to 
vive them a fair proportion, and that is, of course, the area to which 
our effort must continuously be directed. 

Mr. Jounson. Do you have any other method for keeping score on 
this question other than the automatic answer that whatever small 
business wins is a fair proportion? Do you have any other criteria 
whereby you could appraise your past performance on that fair 
proportion directive ? 

Mr. Hamurn. We are working with the SBA toward the develop- 
we of a procedure which will give us information on that area, 
but the reporting system which we have used in the past does not give 
is any statistics. The only information that we have with respect to 
the past would be cases that would be brought to our attention, in 
which it would appear that we had been unsuccessful in giving the 
fair competitive opportunity in a specific case. 

Mr. Jounson. I would like to ask you this question, if I may. Do 
you think on the basis of reports that are available to this committee, 
the committee could appraise the question or that, using the same re- 
ports you could appraise the question, whether or not small business 
is getting a fair proportion of defense contracts ? 

Mr. Eruerepce. It seems to me that when we are talking about 
fair share or fair proportion, no one that I know of, including Con- 
sress, I might say, has come up with a definition of what is a fair 
proportion. I remember some years ago when the Armed Services 
Procurement Act of 1947 was being discussed, there was included in 
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the bill the concept of “fair proportion.” I remember in reading 
through the testimony of various people of the Government about 
this question of a fair proportion and no one could give a definition. 
Even the members of the committee recognized that they themselves 
had struggled with the determination of what a fair proportion was, 
and that it was such a difficult problem that even they had not been 
able to come up with any type of definition that would be a yardstick. 

So when we talk about “fair proportion” we do not know what 
goal we are striving toward. We do not know what to measure it by. 

Mr. Jounson. Let me put this question. I would presume that in 
view of your other responsibilities, frequently a consideration of 
national emergency, Congress would not want to impose upon you a 
statutory definition. Did you have the impression from past discus- 
sions with Congress on this matter that they allowed you some latitude 
in which to make a definition ? 

Mr. Eruerence. No. I did not intend to say that we would want 
to be pinned down on something that was arbitrary, and I am sure 
that the Congress does not want to do so, either. But the only thing 
is that it is hard to determine what a fair proportion is when you 
have nothing by which to measure. 

Do you tie it to the value of manufacture that has been added by 
all the companies throughout the United States? Do you do it on the 
basis of the percentage of small-business concerns in any one particu- 
lar industry as against the larger concerns in the industry? Or just 
what can you tie the fair proportion to? 

Mr. Jounson. Does the Department have a working definition on 
that subject other than the directive that Mr. Hamlin just read ? 

Mr. Ernerepce. No, sir, we do not. 

Mr. Mutrer. It is now 5 minutes past 12. 

Mr. Jounson. Were you planning to talk with Mr. Hamlin more 
after lunch? 

Mr. Mutter. I would like if possible to conclude with him so that 
he does not have to come back after lunch, if that is agreeable to him 
and agreeable to the rest of the members of the committee, if we can 
conclude within the next 5 or 10 minutes. 

Can you? 

Mr. Jonnson. Surely; I think so. 

Mr. Motrer. All right. 

Mr. Jounson. Do you have a rough idea of what percentage of your 
contracts are for food items, in terms, again, of dollar value? 

Mr. Eruereper. No, I am sorry, I do not. 

Mr. Hamutn. I would have to get that for you. 

Mr. Eruerepcr. We would have to try to get that information. 

Mr. Jounson. There are no reports made public on that subject? 

Mr. Ernerence. No. 

Mr. Jounson. Textiles? 

Mr. Eruerepee. I believe in our annual report—lI notice this is a 
quarterly report. Have you got an annual report? 

We do have some of the programs broken down, and I am not sure 
whether food is one of the items of not. 

Mr. Srety-Brown. That should be available in the worksheets you 
bring up to the Appropriations Committee, should it not? 

Mr. Motrer. It should be. 
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Mr. Sreiy-Brown. That is where I would suggest that information 
could be found. 

Mr. Jounson. No. I wondered if there were any separate deter- 
mination of whether small business, in the food business, is getting a 
fair proportion, or a separate determination—— 

Mr. Ernerepee. It may be that subsistence is one of the programs 
that we break down. fro he am going from memory—from that defi- 
nation of “500” the greater part of all food business goes to small 
concerns. 

Mr. Jonnson. If my memory is correct, there was a press announce- 
ment of some weeks ago of Secretary Wilson to the effect that the 
Department was changing its procurement policy; the new policy 
would be to spread the contracts out among many firms and have a 
broad procurement base. Does that identify the announcement in 
you mind? 

Mr. Hamu. Yes. 

Mr. Jounson. Do you recall the approximate date? 

Mr. Hamutrn. I suppose it was in December. 

Mr. Ernereper. December, I think. 

Mr. Jounson. Has a directive been issued which puts that an- 
nouncement into effect? 

Mr. Eruerepce. Yes.: 

Mr. Hamutn. Directive 3005.3. 

Mr. Mutrer. Will you supply a copy of that for our record? 

Mr. Hamuin. Yes; Thesetsban 7. 


Mr. Mutter. We will incorporate this. For the record, it is dated 
December 7, 1954, Directive No. 3005.3, Department of Defense Direc- 


tive, subject : Maintenance of the Mobilization Base. 
(The document referred to is as follows :) 


No. 3005.3 
DeceMBER 7, 1954. 
DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Maintenance of the Mobilization Base. 
teference: Office of Defense Mobilization Order DMO YII-7, as amended. 


I. PURPOSE 


The purpose of this directive is to integrate Department of Defense procure- 
ment policy with industrial mobilization plans in order to maintain a sound 
mobilization base. 


Il. POLICY 


The referenced document prescribes the Government policy for maintaining the 
mobilization base. With respect to current procurement particular attention 
is invited to paragraph 3A which provides in part: 

“1, Procurement agencies shall integrate current procurement with their indus- 
trial mobilization plans to the greatest possible extent with the objective of sup 
porting the mobilization base within authorities and funds available. 

“2. Data assembled on essential mobilization suppliers by the industrial 
mobilization planning of these agencies shall be used in planning current procure- 
ment. The policy of using contractors and facilities essential to the mobilization 
base is considered to be in the best interest of the Government. Suppliers that 
are deemed to be part of the mobilizaiton base normally will be invited to partici- 
pate in appropriate current procurement.” 


Ill, ACTION 


In furtherance of this policy and to integrate current procurement with mili- 
tary mobilization plans, the military departments are requested to review pro- 





154 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


posed procurement of items contained in the Department of Defense Preferential 
Planning List. Responsibility for such review should be maintained at the level 
of the Procurement Secretaries or their authorized designees. Such review 
should take into consideration the following: 
(a) Maintaining multiple sources of supply; 
(b) Geographic dispersal ; 
(c) Avoidance of undue concentration of contracts in a few leading 
suppliers ; 
(d) Multiple awards; 
(e) Preservation of essential skilled labor forces; 
(f) Utilization of existing open industrial capacity ; 
(g) Preservation of essential management organization and “know-how” ; 
(kh) Maximum subcontracting; and 
(4) Any other factors relevant to maintaining a sound mobilization 
base. 

In carrying out this program it is expected that the authority contained in 
sections 2 (c) 1 and 16 of the Armed Services Procurement Act will be utilized. 
In this connection comparative price experience shall be utilized to negotiate 
the best possible price for the Government. 


IV. IMPLEMENTATION 


Each military department will proceed with the revision of regulations, pro- 
cedures and instructions as necessary to implement the provisions hereof and 
will submit such revised regulations, procedures and instruction in duplicate to 
the Assistant Secretary of Defense (Supply and Logistics) within 30 days after 
the date of this directive. 


Vv. REPORTS 


Each military department will report actions taken pursuant to this directive 
to the Assistant Secretary of Defense (Supply and Logistics). Such reports 
shall be submitted at least every 90 days. 


VI. EFFECTIVE DATE 


This directive shall become effective immediately. 
C. E. WILson, 
Secretary of Defense. 

Mr. Jounson. Mr. Hamlin, you spoke about the new liaison with 
SBA. Could you indicate to us briefly how this differs from the old 
relationship in terms of substance, and not mechanics of who occupies 
what office, and that sort of thing? 

Mr. Hamury. I can easily do so with reference to the time that I 
have been there. 

Mr. Jounson. Was the new liaison established before you came in? 

Mr. Hamurn. No; very recently, within the past 30 days. We now 
have aman, Mr. Ted Haugh, spending full time with us, with an office 
in the Pentagon, attending the meetings that I hold with the chiefs 
of the offices of small business of the military departments. He is, 
as a result, familiar with our discussions of proposed policy at an 
early stage in development, and his comments and recommendations 
are welcome. Prior to the establishment of any liaison with SBA, 
the policies were developed to a much later stage before they were 
presented to SBA representatives for consideration and comment. 

Mr. Jounson. There is a section of the statute, Public Law 163, 
which sets out certain powers and duties of the SBA. I believe it is 
subsection (g) of title IL; title 1, section 2, subsection (g) says that 
the SBA—I am quoting roughly—is to make studies and recommenda- 
tions to the appropriate Federal agencies to insure a fair and equitable 
share of material, supplies, and equipment to small-business concerns. 

There is a similar section with reference to procurement. 
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I wonder if you know whether or not SBA has made any such rec- 
ommendation or study to you. 

Mr. Hamurn. With respect to procurement ? 

Mr. Jounson. I mean by “you,” of course, the Department of De- 
fense. 

Mr. Hamu. Yes. 

With respect to procurement policy, SBA has made recommenda- 
tions for the most part in this informal process of consultation with 
the liaison officer in the discussion of policy problems. 

Mr. Jounson. There has been nothing that you would call a formal 
report, a written document of any kind? 

Mr. Eruerence. No, sir. 

Mr. Hamurn. I believe that has all been handled informally, Mr. 
Johnson. 

Mr. Jonnson. Thank you very much, Mr. Chairman. 

Mr. Mutter. Mr. Hamlin, will you take up with the Assistant Sec- 
retary of Defense for Supplies and Logistics—I think that is Mr. 
Pike—the suggestion that invitations for bids and negotiations should 
require a certification by those negotiating for the procurement or 
those bidding on it, indicating all the necessary information about 
affiliates, using the word “affiliates” in its broadest sense, in order that 
the Department can determine whether or not it is dealing with small 
business, in accordance with the definitions that we have Sen talking 
about ? 

Mr. Ernerepce. Mr. Chairman, they certify that now. They do 
not list what their affiliates are, but they have to state that they, 
together with all affiliated companies, do not have more than 500 
employees. 

Mr. Mutter. Yes. I am familiar with that, but I do not think your 
certification is broad enough to cover the situations that have been 
ay ott to the committee which were elaborated on this morning 

yy Congressman Pelly. If you will submit to us for the record the 
typical certification or the information you require for the certifica- 
tion, we will then indicate to you what we think is missing from it. 

On the other hand, you may want to discuss the matter with Mr. 
Pike and give us your ideas as to how it can be improved upon before 
we give you any further suggestion on the subject. 

Now, I have just one other thing very briefly. 

Mr. Rreutman. Mr. Chairman, on that point, would you make avail- 
able to all members of the committee the 5 so that we can all have 
an opportunity to go over it and discuss it? 

Mr. Mutrer. Yes; of course. Any suggestions that come from 
the committee will come as the result of executive session of the full 
committee after we discuss it with them. 

Mr. Rreniman. Yes. 

Mr. Jounson. Mr. Chairman, I would like to suggest perhaps 
another statement for the record later, too, if I may, if we could have 
a statement on the question of how procurement officers are rated in 
their job performance, whether the number of contracts or the value 
of contracts enters into the question of whether a procurement officer 
loes a good job or a bad job or an indifferent job. 

Mr. Ernerevce. How they are rated / 
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Mr. Jounson. Yes; whether or not the volume of contracts the 
procurement officer places enters into the Department’s evaluation 
of that officer in his job performance. 

Mr. Eruereper. Mr. Johnson, it would seem to me—I do not believe 
that the number of contracts that he awards or the number of dollars 
he spends enters into it. I think that all contracting officers for the 
Government are graded the same way that any other civil-service em- 
ployee or any other employee of the military department is rated, 
mainly, whether or not he is doing his job and whether or not the 
person that is above him thinks that he is doing his job. 

Mr. Jounson. I am sure that you would not apply a standard, 
across-the-board rating for a procurement officer, say, whose job was 
to let. contracts for tanks or for aircraft. 

Mr. Mutrer. Mr. Johnson, I do not think that they can answer the 
question, primarily because of the way procurement is handled. The 
Government needs a million dollars worth of item X, and the direc- 
tive goes forth, either negotiated or bid it, and the items must be 
acquired, regardless of who places the contract. And in addition 
to that, with the division of activities in the various procurement of- 
fices, aircraft will be handled out of one procurement office, pencils 
out of another—by pencils, I am just picking an item out of the 
air. The way it is broken down now, it would not matter. They 
could not possibly rate their procurement officers on that basis even 
if they wanted to, the way it is broken down. 

Mr. Jounson. Yes. I had in mind in the individual office whether 
or not the commander in charge did not take that into account. 

Mr. Mutter. I suggest that the information would not be worth 
the effort that would be required to get it to us. 

Just one other thing. With reference to equitable opportunity, 
equitable opportunity as used in your directive does not mean equal 
opportunity ; does it? 

Mr. Hamuin. No, sir. That is correct. It is better than equal. 

Mr. Mutter. Now, we do not know that in the case of distress labor 
areas, there are directives in this law, as a matter of fact, and I know 
the Defense Department tries to follow the principle of trying to send 
contracts into distress areas, and are permitted even to pay more money 
under those circumstances than they would get the job done for on a 
strictly competitive basis. 

Mr. Ernerener. Mr. Chairman, may I state that the Defense Man- 
power Policy No. 4 specifically states that we will endeavor to place 
contracts in labor surplus areas provided that no price differentials 
may be paid to carry out the intent of that policy. 

Mr. Watrer. Now, isn’t that contrary to the law? Doesn’t the law 
specifically say that you may pay more money in order to send those 
contracts into the distress labor areas? 

Mr. Ernereper. No, sir. 

Mr. Muurer. Check that, Mr. Maness. 

Mr. Ernerence. What law are you talking about now ? 

Mr. Mvuvrer. I think there is basic law on the subject which permits 
the Defense Department, and in my opinion directs, if necessary, to 
send contracts into a distress labor area in order to help that area, 
that you are authorized to pay more money on the contracts than to 
place them elsewhere. 
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Mr. Eruereper. No. Our procedures dealing with labor surplus 
areas are in implementation of Defense Manpower Policy No. 4, issued 
by the Office of Defense Mobilization. As I say, it contains a state- 
ment that you do not pay price differentials to carry out the policy. 

Mr. Mutter. What is the date of that directive ¢ 

Mr. Eruereper. November 5, 1953. 

Mr. Maness. What is the number of that directive ? 

Mr. Eruereper. Defense Manpower Policy No. 4. 

Mr. Mutter. Will you supply the committee with a copy of it, 
please ? 

Mr. Ernuereper. Yes. 

Mr. Sree.ty-Brown. May I interrupt there, Mr. Chairman ? 

If you had an item and you had two equal bids on it, wasn’t it the 
purpose of that policy to make it onaible for you to favor putting 
the bid in the area where you had a labor surplus? 

Mr. Eruerener. That is right. 

Mr. Sereiy-Brown. That was the policy. 

Now, I know that we had a great many discussions as to whether 
or not we should not even allow a price differential, because we had 
problems where certain costs in certain sections of our country were 
different from those in New England. As I recall, we ran into the 
very snag that the gentleman here has referred to. 

Mr. Eruerence. If I might refresh your memory a little bit on 
that, we will go back a little further than November 5, 1953, and state 
that under the first Defense Manpower Policy No. 4, it was possible 
for firms to match bids. We had what we called bid-matching, in 
which a company in a nonlabor surplus area would submit a low bid; 
a company in a labor-surplus area could come in and match the bid 
and take the contract away from him, after he had spent his effort, 
time, and money in preparing his bid. And that was knocked out in 
August of 1953, and was not included in the new DMP No. 4 of 
November 5, 1953. 

Mr. Mutrer. I may have in mind an amendment that did not carry. 

Mr. Ernerenee. I think you have, Mr. Chairman. 

Mr. Mutrer. We will check it. I thought we wrote the provision 
into the law. 

Mr. Rieutman. We discussed it all right. 

Mr. Mawness. Is there not a price differential between American 
bids and foreign bids on defense contracts ? 

Mr. ErHerever. What are you talking about now’ The Buy- 
American Act ? 

Mr. Maness. That is correct. 

Mr. ErnereDGe. Yes. 

Mr. Manerss. It would permit the higher bidder to purchase? 

Mr. Ernerepcr. We can pay a price differential as between the 
American bid and the foreign bid. We can pay more for the Ameri- 
can bid and award it to him rather than the foreign country. 

Mr. Muurer. That is not the problem we have in mind now. 

Now, what I would like to try to get clear in my mind, if I can, is 
how you create this equitable opportunity for small business. If 
small business is bidding or negotiating on a procurement against big 
business and they both come up with the same price, what do you do? 

Mr. Ernerepce. The small guy gets it. 
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Mr. Mutter. But if the price differential is in favor of the lower 
cost to the Government by giving it to the big business, you give it to 
the big business ¢ 

Mr. Eruereper. Yes, sir. 

Mr. Murer. Anything else, gentlemen ? 

Mr. Rreni_man. No. 

Mr. Mutrer. Thank you very much, gentlemen. 

Mr. Hamutin. Thank you, Mr. Multer and Mr. Johnson. 

Mr. Murer. We will recess now until—it is almost 12:30. I sug- 
gest we reconvene at 2 o’clock. 

Mr. Rreniman. Very good, Mr. Chairman. 

Mr. Mutrer. General Services is due at 2 o’clock. 

Is their representative here ? 

Mr. Davis. Yes. 

Mr. Murer. Will you be back at 2 o’clock? 

Mr. Davis. Yes. Mr. Maxwell H. Elliott, our general counsel, and 
one of our procurement people will be here at 2 o’clock, Mr. Chairman. 

Mr. Mourer. Thank you. 

(Whereupon, at 12:25 p. m., the subcommittee recessed, to resume 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2 p. m.) 

Mr. Mutter. The hearing will come to order. 

Has Mr. Elliott arrived ? 

Mr. Grrustey. Mr. Chairman, Mr. Elliott is supposed to be on his 
way. He has not gotten here as yet. 

Mr. Mvutrer. Then we will wait for him and Mr. Grimsley. 

Mr. Grimstey. I am Mr. Grimsley. 

Mr. Mutrer. We will wait for him. 

Mr. Grimstey. Fine. 

Mr. Mutter. I think we have somebody from the Department of 
Commerce and also the Department of the Treasury. Are they both 
represented ? 

Mr. Treror. Yes. 

Mr. Mutter. Is there some question about conveniencing somebody 
so that he can get away ? 

Mr. Terror. You can take Mr. Robbins first, or me first, either one 
you would like. 

Mr. Mourer. All right. 

Mr. Robbins, would you come forward, please ? 

This is Laurence B. Robbins, Assistant Secretary of the Treasury. 

Mr. Robbins, we are glad to have you here. Do you have a state- 
ment you would like to read ? 

Mr. Rosprns. I have, Mr. Chairman, with your permission. 


STATEMENT OF LAURENCE B. ROBBINS, ASSISTANT SECRETARY 
OF THE TREASURY, ACCOMPANIED BY W. NOBERT ENGLES, 
DEPUTY ADMINISTRATOR FOR FINANCIAL ASSISTANCE, SMALL 
BUSINESS ADMINISTRATION 


Mr. Rossrns. It is my privilege to serve as the designee of the Sec- 
retary of the Treasury on the Loan Policy Board of the Small Busi- 
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ness Administration. The function of the Board. as prescribed in the 
Small Business Act, is to establish general policies which shall govern 
the granting and denial of applications for financial assistance. The 
Administrator of SBA is edtien ex officio. The other members 
are the Secretary of the Treasury and the Secretary of Commerce, or 
their respective designees. 

The Board does not supervise the activities nor take any part in the 
management of the agency. It does not review loans nor make deter- 
minations with respect to loans. ‘Those are the functions of the Ad- 
ministrator and his staff. As the members of the committee know, 
the Small Business Act is reasonably explicit in its definition of the 
purposes for which loans may be made, and it prescribes certain wise 
restrictions and limitations, one of which is that no financial assist- 
ance shall be extended unless such assistance is not otherwise available 
on reasonable terms, and another is that all loans made shall be of 
such sound value or so secured as reasonably to assure repayment. 
The act also requires bank participations, if possible. 

It is the aim of the Board to interpret constructively the defined 
purposes of SBA lending activity, and under the prescribed limita- 
tions and restrictions to establish policies which wil meet the legiti- 
mate needs of small business to the maximum extent, always bearing 
in mind that taxpayers’ funds are involved, and also that the greatest 
possible disservice that can be given a prospective borrower is to grant 
a loan which he cannot repay. The result is inevitably loss of reputa- 
tion and frequently foreclosure and bankruptcy. 

It should be emphasized again, however, that the responsibility for 
the determination of credit factors and the granting or denial of indi- 
vidual loan applications is solely that of the Administrator, without 
reference to, or review by the Policy Board. 

The Treasury Department is in complete sympathy with the needs 
and problems of small business, and it believes that there is an area 
of financial assistance to small business that the Government can 
properly serve, in cooperation, so far as possible, with local financing 
institutions. 

The Treasury believes that under the provisions of the act, and 
under existing policies, SBA has established an excellent record since 
its lending machinery went into operation. The Treasury believes 
that in the light of that record, the life of the agency should be ex- 
tended for a further period of 2 years, at which time the results of its 
operation can be reviewed again. The experience in the lending activi- 
ties to date does not suggest any need for major changes in the act with 
respect to the SBA’s lending hmit or other basic provisions. 

Mr. Mutter. Do you have any questions, Mr. Maness ? 

Mr. Maness. Mr. Robbins, as a member of the Loan Policy Board 
do you recall at which meeting the Board discussed the problem of 
lending to the national park concessionaires ? 

Mr. Rossrns. Yes, that has been discussed. It has been discussed 
2 or 3 times. 

Mr. Maness. Was it discussed as an individual problem, or as a gen- 
eral policy problem ? 

Mr. Rosstns. It was discussed, as I recall it, mainly as a criteria 
problem, that is, as a general policy problem, not as an individual loan 
application. 
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Mr. Maness. Do you recall what was the determination of the Board 
in connection with such loans? 

Mr. Rogstns. The determination of the Board at that time, the first 
time it came up, was that that type of loan which the application under 
consideration was supposed to represent, did not fit in with the estab- 
lished policies. 

Mr. Maness. Do you recall at which meeting this took place? 

Mr. Rossrns. I am sorry, I do not. 

Mr. Maness. You do not. Approximately the month or the year? 

Mr. Enotes. I think, if I might make a statement, that the minutes 
have been submitted to the committee. 

Mr. Maness. They would appear in the minutes? 

Mr. Rogstns. They would appear in the minutes. 

I might add, if I may, that the whole matter is now under recon- 
sideration, and it is not closed. It is not a simple determination. 
There are a lot of pros and cons which are being studied, and the de- 
termination of the Board is not final. 

Mr. Maness. Could you tell the committee what the pros and cons 
are? 

Mr. Rossrns. Under the provisions of the act, one of the responsi- 
bilities of the Loan Policy Board is to see that loans are made in the 
national interest. 

Another is that loans made must be necessary to insure a well-bal- 
anced national economy. 

Now, it has been a generally established policy that the loans for 
amusement and recreation purposes do not fit in with the definitions 
of the act, which it is the responsibility of the Loan Policy Board to 
try to interpret. That is one thing. 

Another factor is that the facilities of concessionaires are on grounds 
leased from the Government. If the concessionaire has difficulty in 
operating, there is always the question of how the loan can be collected. 
It is a general question. It is not a matter that applies only to an 
individual loan. It applies to all in that respect. It is, I think, a 
reasonable requirement that the Government, which owns the land and 
gives the concessionaire a monopoly, and, fixes his rates, should not 
subsidize him or lend money to him to carry on the operation. I am 
not trying to give the answers. I am only bringing up some of the 
questions that the Policy Board thinks it ought to examine. 

Mr. Maness. Do you consider these concessionaires as amusements 
and recreation, and to fall in that category ? 

Mr. Rogerns. That is another difficult question. It is difficult to 
determine sometimes whether they do fall into the category of recre- 
ational or amusement facilities. And if a project, for example, con- 
sists of a small hotel or cabins and a swimming pool, whether the 
cabins are nonrecreational and whether the swimming pool is recre- 
ational, and whether other things that might go along with it, such as 
a theater or what-have-you would fit in the category, is difficult to 
determine. It is awfully difficult to give categorical answers, and that 
is the reason that the Board has thought it desirable to study the 
matter further. 

Mr. Maness. Has there been a definite policy determination of not 
lending to any small business which occupies land under lease from 
Government, Federal, city, or State? 
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Mr. Rossrys. Not necessarily, no. That is not spelled out in the 
loan policy. 

Mr. Maness. Then that objection would not arise with a concession- 
aire in the national parks? 

Mr. Rossrns. It is a factor to be considered in arriving at an overall 
decision. That particular point is not spelled out in the definitions in 
the loan policy statement. 

Mr. Manzss. And the entire question now is up for reconsideration 
by the Board ? 

Mr. Rossrns. Yes. 

Mr. Maness. Thank you. 

Mr. Mutter. Mr. Robbins, the way the matter was presented to us 
was that SBA had refused to make any loans to concessionaires who 
were running either restaurant or lodging facilities, or possibly some 
were running both lodging and restaurant facilities in national parks, 
and the objection given by SBA was that the Loan Policy Board had 
determined that they would not make any loans of that nature, and the 
sole reason given for not making them was that they were lessees on 
Government-owned land. The question of their being part of a recre- 
ational facility or being a recreational facility was not any part of 
the objection given to receiving the application for the loan. In other 
words, in each of these instances presented to the committee, some of 
them out of your State, Congressman Hill, and some out of California, 
the applications for loans were not received and were not processed. 
The inquirer was told under the policy adopted by the Loan Policy 
Board, “We will not make any such loans because your land is owned 
by the Government and you are merely a lessee,” even though it was 
pointed out that the leases ran for 20-year periods and had no provi- 
sions against mortgaging or pledging ‘them as collateral, and had no 
provisions against assignment. 

Mr. Rogsrxs. Well, I cannot comment on the communication that 
was sent by the Small Business Administration to the applicant. I 
am onhy trying to indicate the considerations that entered into the 
discussion of the Loan Policy Board. 

Mr. Mctrer. I am not asking you to criticize what the SBA did. 
[ am trying to find out whether or not the policy which they stated 
was the policy as laid down by the Loan Policy Board. 

Mr. Rossrns. There is not any stated policy spelled out that way, 
as I have just indicated. 

Mr. Mutrer. It certainly does not appear in the statement of 
policy 

Mr. Rozstns. No. 

Mr. Murer (continuing). Which has been issued by the Small 
Business Administration as the loan policy statement, which I assume 
the Loan Policy Board did approve. 

Mr. Ropsins. That is right, sir. 

Mr. Murer. This is a provision in that loan policy statement 
against making loans for recreational or amusement facilities. 

Mr. Rossrns. That is right. 

Mr. Muvrer. There is no provision against making loans to res- 
taurants or to combination lodging and restaurant facilities—— 

Mr. Rogsrns. That is right. 

Mr. Muturer. Such as exist in these national parks. 
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There is no provision in the statement of policy against making 
loans to lessees, and surely if a lessee from a private owner can qualify, 
then a lessee from a Government owner ought to qualify. 

Mr. Rogrrns. I would not question that at all, Mr. Chairman. And, 
as I said, this particular thing that you pointed out is not spelled out 
in the statement of policy. It enters into the consideration of the 
credit factors in loans, one of which is that a loan must be of such 
sound value or so secured as reasonably to assure repayment. Then 
you get into a question of whether a loan to a facility on leased ground 
under this arrangement that exists in the national parks is a good 
loan. 

Mr. Muturer. Yes. I am sure that neither this committee not your 
Policy Board are going to set themselves up as loan officers or try to 
review each application. 

Mr. Roserns. That is right, sir. 

Mr. Mutrer. That is definitely for the Small Business Administra- 
tion. 

Mr. Roperns. I tried to make that clear in these statements which 
I have just submitted. 

Mr. Motrer. I think you did make that clear, but I think that 
something has got to be done to iron out what the policy is, because 
we have a policy statement which the Administration submitted as 
the policy statement; then we are presented with testimony by two 
different Members of Congress, together with a letter which has been 
put in the record, for which you were not responsible, of course, com- 
ing from the Small Business Administration, indicating the policy 
to be something different from that set forth in the policy statement. 

As it was left on the record up to the time you testified, I would 
say the intimation was clear that Treasury and Commerce as the other 
two members of the Policy Board must have overridden the Small 
Business Administration on this very important question of policy. 

Mr. Rogsrns. Mr. Chairman: 

Mr. Muurer. And you seem to indicate to the contrary. 

Mr. Rossrns. Mr. Chairman, I think it is fair to say that in my 
recollection there has never been a decision of the Policy Board ar- 
rived at in any way except by unanimous agreement. There has been 
no attempt to override the Administrator on the part of the other 
members of the Policy Board. He is the Chairman of the Board 
and his recommendations are received sympathetically and almost 
without exception they are adopted. 

Mr. Mutrer. And it is fair to say that the loan policy statement as 
issued by the Small Business Administration is the loan policy as 
agreed upon by the Loan Policy Board ? 

Mr. Ropsprns. It is, with the amendments that I suppose are at- 
tached. 

Mr. Enotes. Yes. 

Mr. Muurer. Of course, we include all the amendments that have 
been made from time to time. 

Mr. Roserns. There have been, I think, four amendments since the 
policy statement of last November. 

Mr. Murer. There was no amendment with reference to this par- 
ticular point that we are discussing, however. 

Mr. Rossrns. No, there was not. 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 163 


Mr. Hix. I have a question when you have finished. 

Mr. Mutrer. Surely, Mr. Hill. 

Mr. Huw. If I understand it right, you are Mr. Robbins? 

Mr. Rosstns. Yes, sir. 

Mr. Hitz. When you took over this SBA loan organization, did 
you assume the responsibility of collecting and closing out the old 
RFC loans? 

Mr. Rosstns. The two things were entirely unrelated, Mr. Hill. 
One of my responsibilities is to liquidate the RFC, but that is an 
entirely different and separate thing from my representation of the 
Secretary of the Treasury on the Loan Policy Board of the Small 
Business Administration. 

Mr. Hitt. In other words, you have 2 jobs or 2 facets to your 1 job? 

Mr. Roserns. Yes, sir; that is right. 

Mr. Hm. And what has been the result of most of the effort you 
have been making to close out these old RFC loans? 

Mr. Rossrns. I think we have made excellent progress. 

Mr. Hitz. You are closing them out? 

Mr. Roserns. We are closing them out. 

Mr. Hiiz. Now, when you close them out, do you get anything out 
of it for the Government, or do you just close out the loan and write 
it off as lost? 

Mr. Rossrns. If you mean, are we liquidating regardless of recov- 
ery values, I would say absolutely not. 

Mr. Hi. Now, if you cannot recover—that is the point I am 
coming to—do you extend the loan? And if you extend an RFC loan, 
do you put it under the SBA program—that is what I am arriving 
at—and apply the same rules and regulations you would to a new 
joan? That is what I am asking. 

Mr. Rossrns. Under the RFC act, we have authority to extend a 
loan only within certain limits, that is, within a 10-year period from 
the time the loan was first made, and we have extended a good many 
loans in order to permit orderly liquidation. 

Mr. Hm. What percentage are you being required to extend, the 
percentage of numbers? 

Mr. Ropsrns. I would say a small percentage, Mr. Hill. I cannot 
give you figures on that. It is relatively not a large portion. 

Mr. Hit. Have you any information you can give us as to what 
percent of the loans you are collecting? In other words, what I mean 
to say is, on the basis of a hundred, what percent are we getting back ? 
The reason I am asking this is for a little background. You under- 
stand—I do not know that you do—that this was handed to SBA 
when it was in the Senate. We had no idea of being a credit agency 
that would close out the RFC. 

Now, we have not had any report, as far as I know, the Small Busi- 
ness Committee, on what has happened to the RFC. 

Now, what percentage are you really collecting and getting any- 
thing on? 

Mr. Ropsrns. MayIsaythis? Inthe RFC portfolio, the total busi- 
ness .oans and securities and commitments at the time that the lend- 
ing authority, of the RFC — terminated, which was September 28, 
1953, were in round figures, $591 million. That has been reduced to, 
at the present time, about $240 million. 
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Mr. Hix. Now, in taking a reduction like that, have you = idea 
what the percentage of loss is to the Federal Government? That is, 
of course, what we are trying to determine. 

Mr. Rossins. There was no increase in the percentage of loss as com- 
yared with the entire period of the lending operation of the RFC. 
Ve have not sold any single business loan at a discount of 1 cent. 

Mr. Hitz. Now, if you have an RFC loan and you are going to re- 
new it and place it on the books for future collection, you write that 

under the regulations of the SBA? 

Mr. Rogers. No, sir. The RFC and the SBA are entirely un- 
related. 

Mr. Hitt. In other words, you still keep that business loan right 
under the old RFC program ¢ 

Mr. Rossrns. Yes. 

Mr. Hizx. And it does not become a part of this organization at all? 

Mr. Rogsrns. It does not become a part of SBA. But I will add 
this, that some borrowers from the RFC have refinanced their obliga- 
tion by borrowing from SBA, but they have done that independently. 

Mr. Hitt. That becomes a new loan entirely ? 

Mr. Rogsrns. It becomes a new loan granted by the SBA on its 
credit merits and without any participation at all by the RFC. 

Mr. Hitz. Now, another thing—— 

Mr. Rossrys. If they can qualify for an SBA loan for enough to 
pay off the RFC, they may do it. 

Mr. Hix. Now, another question. You are directly under the 
Treasury Department and not under SBA at all; is that correct? 

Mr. Rogers. That is right, sir. 

Mr. Hitz. Your entire pay comes from Treasury; any assistance 
you give to SBA is free, gratis to SBA; correct ? 

Mr. Rosprns. Mr. Hill, I hold the position of Assistant Secretary 
of the Treasury, and that is where my salary comes from. My only 
connection with the Small Business Administration is that the Sec- 
retary of the Treasury has designated me to serve on the Loan Policy 
Board for him, which he has authority to do under the Small Business 
Administration Act. 

Mr. Hitt. Now, suppose you find in the course of your work that 
all of your time would be taken up by SBA; now, they still would pay 
your salary ; is that correct ? 

Mr. Rossrns. Well, that is a very remote possibility, Mr. Hill. 

Mr. Hit. Well, I did not know. 

Now, the next question I want to ask you is—and these are all 
short questions—what part have you played as an individual in writ- 
ing up the regulations? As I understand it, you handed our chairman 

just now the rules under which you make loans. 

Mr. Mutrer. Mr. Hill, that was the loan policy that the Small Busi- 
ness Administration had in their statement. 

Mr. Huw. Well, he acts on that board. 

Mr. Mutter. Yes, that is right. 

Mr. Hitz. Now, I want to know what hand you had in working 
those out. 

Did you personally work those out yourself? I mean, as a repre- 
sentative of the Treasury, did you work those out and make the sug- 
gestions, or did the Small Business work them out and ask you for 
approval ? 
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Mr. Rossrns. The Small Business worked them out. The fact is 
that the original loan policy statement was prepared and adopted in 
full before 1 was even in Washington. 

Mr. Hitt. Then a would say that your work is mostly in an ad- 
visory capacity rather than to write out the original regulations? 

Mr. Ropsins. Yes, sir. I have attended meetings of the Loan Policy 
Board, and during my service on that board, the board has adopted 
3 or 4 amendments to the original loan policy statement in which I 
have participated. 

Mr. Hit. Now, is it your feeling that you think this board and 
this work of the SBA are woth keeping and that we are making enough 
loans in the various parts of the country to continue this phase of 
the Small Business ? 

Mr. Rossrns. I think, as I have said in my prepared statement, 
that the record of the Small Business Administration, overall, is 
very good, and I think that the agency should be extended for a 
period of 2 years. 

Mr. Hu. And the loan part of it extended, too? 

Mr. Rossrns. Including the loan part of it. 

Mr. Hirt. For 2 years? 

Mr. Ropsrns. Yes, sir. 

Mr. Hitt. And then what do you expect to happen to it? 

Mr. Rossrns. To have another review. 

Mr. Hitz. And if it looks all right, to continue it again, or other- 
wise—— 

Mr. Rossrns. I think that that would have to be decided at that 
time. 

Mr. Hitz. Then your purpose, as I see it, is mostly in an advisory 
copeerar 

Mr. Rossrns. That is it exactly. The function of the board is to 
establish policies and not to interfere in any way with the administra- 
tion of the agency or to review individual loans. 

Mr. Hux. If we as Congressmen have difficulty with SBA over 
loans, which I knew we would have when we started out, we had no 
idea, and I am sure the chairman will agree with me, of tacking a tail 
like this on the kite of SBA, especially when you threw into it, shall 
I say, to boot, collecting up all the old foul linen and airing it out, of 
the RFC, and they made some devilishly bad loans, in my opinion. 
That is just my opinion. 

Now, we did get all of that lined up, and now the question in my 
mind is, shall we go ahead as Congressmen and find fault, not with 
the Loan Board, but directly with the SBA, if we do not like these 
rules and regulations? From what you have said, it looks to me as if 
that is the picture. 

Mr. Rossrns. I think that is the picture. 

I think that this must be said. if there is any impression that the 
Small Business Administration is gathering up the dregs of the 
RFC 

Mr. Hix. Well, that is all they would get. 

Mr. Rosstns. The bad loans 

Mr. Hiri. Well, that is all they would get. 

Mr. Rogstns. The Small Business Administration is not—— 

Mr. Hix. Your department would certainly take over all the good 
ones, or it would not be natural. 
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Mr. Rosrsins. The RFC has no lending authority, Mr. Hill. 

Mr. Hirt. I know. But I mean the Treasury Department, cer- 
tainly, if they found the loans all in tip-top shape and paying off very 
well, you would not turn them over to SBA, would you? 

Mr. Roseins. We are not turning any loans over to SBA, Mr. Hill, 
except the disaster loans, which were turned over on June 30 under 
a reorganization plan. 

Mr. Hui. Well, disaster loans are loans that are always in bad 
shape, because you do not make a disaster Joan unless the company is 
in bad shape. 

Mr. Rogrrns. The reason the disaster loans were turned over to the 
Small Business Administration was that the SBA had under the act 
authority to make such loans, and it was much more economical from 
the overall Government standpoint to let them handle the liquidation 
of the old disaster loans as well as the making of new ones. 

Mr. Hitz. Yes. But what I cannot quite get through my mind is, if 
the RFC had some bad loans, they would certainly turn them over to 
SBA, would they not? That is all the SBA was supposed to do, to 
take over the loans to liquidate the RFC. 

Mr. Rospsrns. We have turned over no loans to SBA except disaster 
oans; none. 

mr. Hitt. And you think those are good loans that you have turned 
over? 

Mr. Rossrns. Disaster loans? 

Mr. Hix. Yes. 

Mr. Rogers. They are the mine run of disaster loans. They were 
all we had. There is a potential loss in them, of course. There is a 
loss record. 

' Mr. Huu. That is the reason they are made, because they are disaster 
oans. 

Mr. Rossrns. Exactly. 

Mr. Hitz. That is what Iam driving at. Then the SBA would get 
the bad end of the stick? , 

Mr. Rossrns. Well, it amounted to $15 million, the unpaid balance, 
when they took over those disaster loans. 

Mr. Hitt. But you would have nothing to do with the finishing up 
of those loans, anyway, as far as your job is concerned ? 

Mr. Ropers. Nothing whatever. 

Mr. Hitt. Your job is simply to advise the SBA as to their loan 
policy ? 

Mr. Rossrns. Policies. 

Mr. Hitz. Further than that you have no responsibility ? 

Mr. Rogsrns. That is right, sir. 

Mr. Hitt. Well, then, we will still have to deal with SBA if we want 
loans. 

Mr. Ropprns. Yes, sir. 

Mr. Hitz. Thank you. 

That is all, Mr. Chairman. 

Mr. Rreuiman. Mr. Multer. 

Mr. Mutrer. Mr. Riehlman. 

Mr. Rrenuman. I am not so sure that my thinking is completely 
elarified with respect to what Mr. Hill’s final statement was here. 
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We can complain to SBA, Mr. Robbins, but is it not true that you 
and Mr. Barnes and someone from the Commerce Department—what 
was the gentleman’s name? 

Mr. Rossins. Mr. Teetor. 

Mr. RrewiMan (continuing). Teetor—are the three men who make 
the policy concerning loans? 

Mr. Rogers. That is right. 

Mr. Rieuitman. Well, Mr. Barnes is 1 of 3 men. We can complain 
to Mr. Barnes as much as we want to, but unless some information gets 
to you and Mr. Teetor, maybe we have not completed our job. 

Mr. Rossrns. Well, that may be. And, of course, there is not any 
reason why complaints should not be registered with the Secretary of 
the Treasury or the Secretary of Commerce, if that seems to be an 
appropriate thing to do. 

Mr. Rreutman. Now, that is the point I am trying to make with 
respect to what Mr. Hill has said, that you can only direct complaints 
to SBA. Of course, SBA would be the target, because it is the ad- 
ministration that is carrying out the policies. But we cannot cure 
the situation by just pounding SBA if there are two other people rep- 
resenting departments outside of SBA who have control of the Loan 
Policy Board, which is true. 

Figuratively speaking, you have two men that, certainly in number 
at least outnumber Mr. Barnes. 

Mr. Rorsrns. That is right. 

Mr. Rrenixan. And the policies recommended by you two men 
would predominate if you were satisfied that you were correct ? 

Mr. Rogsrns. Yes, sir. 

Mr. Rrenitman. Now, that, I think, is the point that we are all 
interested in, and what we would like to see clarified and considered 
and discussed in more detail, if possible. I am not just satisfied in 
my own mind just whether or not that is a satisfactory, workable 
arrangement. Jam only digging for mformation. I have not come 
to a conclusion as yet. But 1 want to keep an open mind on it. 

Mr. Hirt. If the gentleman will yield 

Mr. Mutrer. Yes, sir. 

Mr. Hutz. Do you think, Mr. Riehlman, you have clarified it now ? 

Mr. Rrentman. I have clarified it to this point, that I feel much 
better than I did with your answer, that you only had to complain—— 

Mr. Hinz. Wait a minute. 

Mr. Rresitman. That you only had to complain to SBA. That is 
not a fact. 

Mr. Hitz. I beg to differ with you. I did not answer any question. 

Mr. Rreutman. You did not answer it. But your final statement 
was that you think the only alternative we have as Members of Con- 
gress is to complain to SBA. 

Mr. Hitz. And the answer was 

Mr. Rrentman. He said “Yes.” 

Mr. Robbins replied, as I recall it, “Yes.” And my only 

Mr. Hix. After all 

Mr. Ropsryns. Perhaps I did not interpret the question correctly, 
but—— ; 

Mr. Hint. I felt that you were exactly right, because after all, the 
Congress set up the SBA, and we have to look to them and not to the 
Board set up by the SBA. 
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Mr. Rogsrns. If there is any feeling—— 

Mr. Hitz. There is no question about that. 

Mr. Rogsrns. That the policies of the Loan Policy Board are not 
what the Congress intended, there is no reason why representation 
should not be made to the other departments of the Government which 
are represented on the Loan Policy Board. 

Mr. Riehlman, I might again say this, as I have stated before, but 
perhaps before you came in, that as a rule, and almost without excep- 
tion, recommendations for any changes in the policy of the Board 
come from the Administrator, and to the best of my recollection, 
there has never been a decision made by the Board that was not 
unanimous. 

Mr. Rreutman. Allright. Now, that is very good, and I appreciate 
that testimony and information. 

Are there any recommendations ever made from the members other 
than the chairman or the Administrator of Small Business? 

Mr. Rorpins. Well, of course, there can be, and I cannot rememver 
offhand whether there have been any particular suggestions made in 
my term of service on the Board or not. 

Mr. Rreniman. Then am I to believe that the recommendations of 
Mr. Barnes to the Board are the only ones that have been considered ? 

Mr. ‘Rossrns. Generally speaking, I think that is correct, and the 
reason for that, I think, is that when there are any questions raised 
as to the policies of the Board, those questions flow through Mr. 
Barnes, in the way that Mr. Hill has suggested. That is where they 
go, and he brings them to the attention of the Board for discussion. 

Mr. Rrentman. I will withhold any other questions temporarily, 
Mr. Chairman. 

Mr. Mutrer. Mr. Robbins, which is your view on what the interest 
rate should be on these loans, on SBA loans? 

Mr. Rozerns. Well, while you 

Mr. Mutrer. Let us exclude the VA loans, because that is more 
or less fixed by statute, and I think SBA and the Loan Policy Board 
have agreed that the VA loan or the veterans’ loans, which are guar- 
anteed by the VA, should have a 4% percent interest rate, and I 
think that is uniform throughout the country. But how about the 
interest rate on other than veterans’ loans? 

Mr. Rossrns. One of the amendments to the original policy state- 
ment of the Board was to make the rate of interest. on veterans’ loans 
41, percent 

Mr. Mutter. Yes. . 

Mr. Rosstns. Another was to make the rate of interest on disaster 
loans uniformly 3 percent. On the other, on business loans, you 
understand that the rate on direct loans made by SBA is uniformly 
6 percent, and on participation loans, not less than 5 percent on the 
Government’s participation. 

I think the rates are very fair as they are. 

Mr. Mutter. Now, I would like to get for the benefit of the com- 
mittee your views—when I say your views, I mean the views of the 
Treasury Department—as to whether or not the rate of interest on 
these business loans other than disaster loans and veterans’ loans 
should be uniform throughout the country, or should they vary ? 

Mr. Rosstns. Are you speaking of participation loans? 
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Mr. Mutter. No; both participation loans and direct loans by SBA, 
excluding the disaster al the veterans’ loans. 

Mr. Rossins. I think it would be very difficult to establish different 
rates for different parts of the country or different rates on different 
types of loans, on direct loans. 

Mr. Murer. Well, the Federal Reserve Board has no difficulty in 
that regard, and the local bankers have no difficulty in varying their 
rate from one community to another. 

Mr. Rossrns. Well, but the local banker operates in his own com- 
munity. 

Mr. Mutter. Well, we have the SBA operating in each community 
through a separate regional office. Certainly on loans of $50,000, 
each regional office operates as a unit, in each community. Why 
should not the rate on these loans be that which is customarily charged 
in that region, rather than uniform from one end of the country to 
the other? 

Mr. Ropsrns. Well, it has been the general practice in Government 
lending agencies to have a uniform rate. It is very much simpler. 
I do not think it creates any hardship, and I think it is perfectly 
fair when the rate is reasonable, which I think 6 percent is. 

Mr. Mutter. Do you get any complaints from the bankers in those 
communities where they charge 7, 8, or 9 percent, that you are 
unfairly competing with them in making 6 percent loans, or has the 
agency accommodated itself to that situation in charging the local rate? 

Mr. Rossrns. I cannot answer that, Mr. Chairman. That is an 
administrative matter that has not come to the attention of the Board. 
Kut I would say, generally speaking, not. At least, nothing has been 
reported. 

Mr. Mutrer. Let me ask this. Is the policy as laid down by the 
Board to fix a minimum standard throughout the country, with the 
possibility of charging a larger rate of interest in those communities 
where the prevalent rate is higher than 6 percent? 

Mr. Rogsrys. I am not sure that I understand your question. 

Mr. Mutter. Well, let us take a State like Texas, where most busi- 
ness loans of the nature that SBA makes as business loans bear a 
rate of 7 percent. Does SBA make loans in Texas at 6 percent? 

Mr. Roperys. Direct loans, yes. 

Mr. Mutter. The idea in laying down the standard, uniform rate 
that that be the rate charged for SBA loans throughout the country, 
and not higher and not lower? That is, it was not to vary, either 
higher or lower? Or was it to be a minimum standard? 

Mr. Rogerns. No. That was the fixed rate. 

Mr. Mutter. And it is your view that it should be a fixed rate 
regardless of what the custom may be in the particular region or 
locality ? 

Mr. Rorstns. It seems to me that, balancing all of the factors, it 
is the most satisfactory way to do it. 

Mr. Maness. Mr. Robbins, do you recall how many meetings the 
Loan Policy Board has had since its inception? 

Mr. Mvuurer. We have a record of all those, I believe, up to 
December 21, 1954. 

Have there been any since that date, since 1954? 

Mr. Roserns. There was a meeting 

Mr. Enotes. One. 
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Mr. Roserns. There was a meeting within the past week. I do not 
remember the day. 

Mr. Mutrer. Will you supply those minutes? 

Mr. Eneuies. They are on their way up. 

Mr. Motrer. Is there any regular vaeedels of meetings? Do you 
meet once a month, or just on call ? 

Mr. Rogers. On call. 

Mr. Mutter. Mr. Hill, do you have anything further ? 

Mr. Hm. Nothing further. 

Mr. Muvrer. Thank you, Mr. Robbins. 

Mr. Rogsins. Thank you, Mr. Chairman. 

Mr. Motrer. Mr. Teetor. 

Mr. Terror. Yes, sir. 

Mr. Mutrer. This is Mr. Lothair Teetor, Assistant Secretary for 
Domestic Affairs of the Department of Commerce. 

Mr. Treeror. That is right. 


STATEMENT OF LOTHAIR TEETOR, ASSISTANT SECRETARY OF 
COMMERCE FOR DOMESTIC AFFAIRS, ACCOMPANIED BY JOSEPH 
A. MACK ; 


Mr. Mutter. Mr. Teetor, do you have a prepared statement for us? 

Mr. Treeror. Yes, I have a prepared statement. However, it is so 
similar to that that Mr. Robbins submitted that I do not believe it 
would be worthwhile reading it. 

Mr. Mutter. [f it is agreeable to you, we will make it part of the 
record, and you may add any additional comments that you care 


to make. 
Mr. Teeror. All right. 
(The statement of Mr. Teetor is as follows :) 


STATEMENT OF LOTHAIR TEETOR, ASSISTANT SECRETARY OF COMMERCE FOR DOMESTIC 
AFFAIRS, MARCH 3, 1955 


I am Lothair Teetor, Assistant Secretary of Commerce for Domestie Affairs, 
and I am glad for this opportunity to meet with this committee to discuss the 
program of the Small Business Administration. 

As you know, the Secretary of Commerce has a statutory function to perform 
in connection with the program of the Small Business Administration. Working 
with the Administrator of Small Business and the Secretary of the Treasury, 
the Secretary of Commerce, as provided by the Small Business Act of 1953, 
establishes the policy to guide the agency in carrying out the purpose and in- 
tention of the Congress as set forth in the act. In our opinion, the adoption of 
this technique by the Congress for the formulation of general policy for the 
lending agency is proper and wise. 

The ultimate responsibility for the execution of this program rests with the 
President. Congressional investigations of the RFC make clear the potential 
danger of abuse of discretion and authority inherent in a governmental loan 
program. The establishment of policy to govern the agency’s actions by the 
Administrator and two officials of Cabinet rank provides a workable and effective 
channel to keep the President informed and a safeguard to assure that the 
general program reflects the views of the Executive, always, of course, within 
the framework set by Congress in the enabling legislation. 

As a result of this joint consideration and establishment of general policy 
concurred in by the Board, the Administrator is in a much better position to 
face with certainty and objectivity the entreaties of would-be borrowers and the 
pressures of their friends. No bank would operate without a board of directors 
to establish with the operating head the policies which are to govern. the bank 
in its loan program. The bank owes a duty to its depositors and stockholders to 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 171 


obtain views from diverse and responsible persons in the establishment of its 
ground rules for operation. This duty is more grave in the case of a Federal 
lending agency with taxpayers supplying funds to be loaned. The Secretary 
members by delegation, authorized by law, have provided for membership on 
the Loan Policy Board of a Government official of high rank, experienced in the 
banking and business field, and such an official experienced in the operation of 
al ekbionie of Commerce through this membership on the Loan Policy 
Board represented by myself, or as an alternate, Mr. Carl F. Oechsle, and the 
liaison with SBA, which is provided by our small-business representative, Mr. 
James L. Kelly, work closely with and are kept well informed of the activities 
of SBA. We are convinced that the Administrator is performing a difficult 
job well. 

Mr. Trxror. My position on this loan-policy board is the same as 
Mr. Robbins’, he representing the Treasury and I representing the 
Department of Commerce. 

I serve for our Secretary, Mr. Weeks. The Loan Policy Board acts 
in somewhat the same capacity as the board of directors does in a 
bank, on the matter of loans. 

We have to do with the broad policy and have nothing to do with 
the individual granting of approval on loan applications. 

I think that outlines pretty much what we do. I do have a little 
different interest in SBA, however, from the Treasury Department, 
because of their work in the field of general service to business. In 
this area they call on the Department of Commerce for considerable 
service. 

Therefore, we work very closely with the Small Business Adminis- 
tration, through Mr. Barnes. 

Mr. Muurer. Mr. Teetor, if I may ask a question at this point, Is it 
within your personal province to go beyond the matters of the Loan 
Policy Board of SBA and participate in small-business problems, 
such as getting them into the proceurement program and things of 
that kind, or is that within the province of some other member of 
your Department ¢ 

Mr. Trrror. We have no jurisdiction, of course, in SBA, beyond 
the Loan Policy Board. However, we do have a very active interest 
in what they do and we try as best we can to give them all the help 
that they want. We are interested in what they do to see what we 
have to offer they can use in the way of information, and we have 
many departments in the Department of Commerce that they do 
call upon all the time. 

So it was necessary that we establish liaison between the two De- 
partments. We have two people from the Department of Commerce 
that have been active in that liaison work. One is my deputy, Mr. 
Carl Oechsle, and the other is James Kelly, who is an employee of 
BDSA, a bureau of the Department of Commerce under domestic 
affairs, 

Mr. Murer. You do not have a department of small business in 
the Department of Commerce as such ? 

Mr. Terror. We have had a department that was called the Office 
of Small Business, which has gone out of existence. However, we 
have kept the man who was the director of that on the same work that 
he did—that was Mr. Kelly—and he has worked as a liaison man 
between the two Departments. 

Mr. Muurer. Would it be Mr. Kelly who is in charge of dissemi- 
nating information to the general public, and particularly to small 

62408 55 12 





172 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


business, as to the procurement needs of the Government, or would 
that be other departments? , 

Mr. Teetor. That comes from the Office of Field Services, published 
by them, circulated through the field offices, and also made available 
to the Small Business Administration. I think they use that ‘in-their 
own field offices, too. 7S 

Mr. Mutrer. Who in the Department of Commerce is in charge 
of preparing and disseminating the Synopsis? 

Mr. Terror. Mr. Guy Wyatt, who is Director of the Field Offices. 

Mr. Mutter. He does not come under your jurisdiction? 

Mr. Tretor. Yes. The field offices come under Domestic Affairs. 

Mr. Mutter. Have any complaints come to your attention of the 
fact that the Synopsis does not get the information to the businessmen 
of the community so as to give them enough notice of their right or 
opportunity to bid? 

Mr. Tretror. No; no complaints have come tome. I have Mr. Mack 
here, who has that under his jurisdiction. 

Would you like to hear from him? He might answer that question 
for you. 

Mr. Mutter. I would like to hear from him, if he can answer it. 

Mr. Terror. Mr. Mack, would you care to comment on that? Have 
we had complaints on the timing? Are we late in getting these reports 
out ? 

Mr. Mack. Generally, no, because I think that the way it is oper- 
ated now, the informtaion is made available as soon as it possibly can 
be made available. 

Mr. Murer. What would the time lapse be between the time you 
get the information and the time you disseminate it? 

Mr. Mack. Twenty-four hours. 

Mr. Moutrer. Are your bulletins issued daily ? 

Mr. Mack. They are issued daily, Monday through Friday. And 
that information is sent to us by the General Services Administra- 
tion and the Department of Defense by teletype. It is made up by 
the makeup man, and is sent over to him every hour, and at 5 o’clock 
it is all brought together and sent to the Government Printing Office 
in Chicago, where they get it out that night and mail it the following 
morning. 

Mr. Motrer. What about the complaints that you do not give 
enough information so that the businessman cannot determine from 
your synopsis whether it is an item in which he is interested ? 

Mr. Mack. We have not had any complaints along that line. As 
a matter of fact, we conferred with the General Services Administra- 
tion and the Department of Defense just about a year ago this time, 
at which time it was agreed that the Department of Defense regula- 
tions required some revision, and this last September, I think it was, 
we did come out with a new set of regulations which I believe are 
workable, and we have had very few complaints since that time. That 
appeared in the Federal Register of November 20, too. 

Mr. Murer. 1954? 

Mr. Mack. 1954, and that is known as Armed Services Procure- 
ment Regulation, part 400. That provides in here that—there is a 
very detailed section in here on what will be provided by the Depart- 
ment of Defense. And it is in detail and also specifically says that 
the synopsis shall be teletyped. 
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So we are taking every possible step we can to get this out without 
delay. 

I might also say that the synopsis has the biggest subscription now 
that we have ever had, 15,800. Our renewals on subscriptions are 
running at the rate of about 65 percent. 

Mr. Trrror. The Small Business Administration uses that same 
synopsis ¢ 

Mr. Mack. Exactly. 

Mr. Treeror. And does this 15,000 include their circulation ¢ 

Mr. Mack. No. That is paid circulation. In addition to that, we 
do circulate it among the Small Business Administration offices, our 
own field offices, and also the procurement offices. That is in addi- 
tion to the paid subscribers. 

Mr. Mutter. Now, returning a moment to the loan question, what 
is your view, or rather the view of your Department, with reference 
to uniformity of interest rate ? 

Mr. Tretror. Well, I think on direct loans, the interest rates would 
have to be the same throughout the Nation. It is the same taxpayers’ 
money and the same kind of taxpayers are borrowing it. I think it 
would have to be loaned at the same rate, or we would certainly be 
subject to criticism for discrimination. 

On the matter of participation loans, where you have to work with 
a bank, then it is necessary to use the rates of the area in which you 
are doing business in order to get participation. 

Mr. Mutrer. It is the same taxpayers’ money; is it not? 

Mr. Terror. Yes. 


Mr. Morrer. It is the same taxpayers’ money that guarantees the 
. = 


bank agen the loss, and that is the purpose of the participation ? 


Mr. Treror. Part of it is, but you have the practical consideration 
of working with a bank, and it is very important that we get bank 
participation in these loans. 

Mr. Mutter. I think this committee agrees that we should have bank 
participation wherever possible, but I doubt whether the committee 
will agree that we are using anything other than taxpayers’ money in 
the participation program just as we do in the direct-loan program. 

Mr. Terror. Well, on an individual loan you would be using less on 
the percentage of the loan, certainly. 

Mr. Mutter. You may be using less money, but the principle is stil] 
thesame. The bank would not take the participation if it did not have 
the SBA in there with Government protection. On the deferred par- 
ticipation, it amounts to a Government guaranty that they will take 
no feats because as soon as the bank that has the deferred participation 
contract calls upon SBA, SBA then must advance their money. In 
the immediate participation program they both advance their money 
together. 

Mr. Terror. Well, I am sure the Loan Policy Board would be glad 
to have the counsel and advice of your committee on what you think 
would be right under the circumstances. 

Mr. Murer. I think, Mr. Teetor, you have been acting on the Loan 
Policy Board since its inception; have you not ? 

Mr. Trrror. I have only been on since a year ago last October. 
It was set up when I came on. 
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Mr. Mutrer. This committee as a result of very extensive hearings— 
I mean, the full committee has, as a result of very extensive hearings 
throughout the country—recommended to the SBA that they should 
- have a standard rate throughout the country, but the rate should 

‘ary in accordance with the competition and the custom in each region. 

We found at some places the SBA was insisting on making loans at 
much higher rates than the bank was willing to make the loans at; 
that is, SBA was insisting on participating in loans where it would 
charge more than the bank, in making its share of the loan, were get- 
ting. And the full committee recommended to SBA that there should 
be no uniformity of rate throughout the country; that it should vary 
in accordance with local custom, and we were of the impression—at 
least I was—that there was going to be some attention paid to that rec- 
ommendation of the committee. But, obviously, it has not been done. 

Mr. Rreniman. Mr. Chairman. 

Mr. Murer. Yes, Mr. Riehlman. 

Mr. Rreuiman. I am not sure whether we covered that with Mr. 
Barnes. I am sure we covered the interest rate with him. 

Mr. Mutter. Yes, sir. 

Mr. Rrenitman. But Mr. Engles is here. 

Mr. Engles, do you recall whether or not a question was propounded 
to Administrator Barnes yesterday whether recognition had been 

taken of that recommendation of the full committee last year ¢ 

Mr. Enotes. I don’t think that question was asked. I know he 
went into the interest rates thoroughly on the first day, but I do not 
believe that question was asked. 

Mr. Rrentman. Do you recall, or can you give us the information 
whether or not any action has been taken with respect to that recom- 
mendation of the Small Business Committee ? 

Mr. Enotes. No, sir. As far as I know, if there was such a recom- 
mendation from the committee—and I am sure there was—it probably 
happened in 1953. I cannot recall its coming up at all in this last 
year. 

Mr. Mutter. I think probably it w as. 

Mr. Rrentman. At the end of 1953? 

Mr. Mutter. Yes, sir. 

Mr. Enotes. I think it was. You see, I went with the agency in 
1954, and I am not aware of that question being raised since I have 
been there. 

Mr. Rrestman. Would it be out of order, Mr. Chairman, to recom- 
mend to Mr. Engles to check and find out and report to the committee ? 

Mr. Mutter. I think it is very much in order, and I think we 
might leave the subject with the suggestion that the Loan Policy 
Board review the matter again. 

Mr. Rreximan. I concur with that suggestion. 

Mr. Mouvrer. Mr. Hill? 

Mr. Hi. Mr. Teetor, you have been with the Department of Com- 
merce, you said, for a little over a year ? 

Mr. Trevor. Yes, I came in October 1953. 

Mr. Htix. There has been considerable discussion among the Mem- 
bers of the House, just discussion, regarding the overlapping of the 
way the SBA is now presently set up with the Department of Com- 
merce, especially in the field of business management, and I say again, 
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especially relating to information. You touched on that just a moment 
ago. 

Now, what would be your own suggestion regarding an additional 
program by the SBA regarding information that we could get to 
management without the SBA overlapping into the Department of 
Commerce field or the Department of Commerce overlapping into 
the duties of the SBA? Now, is there a field of overlapping informa- 
tion that is spread about through your business relationship? If there 
is, how can we as members of this committee assist in keeping each 
group in its own field? 

Do you understand what I mean ? 

Mr. Terror. We have tried our best to work very closely with SBA 
and avoid duplication of work wherever we can. Up until now there 
has not been a great deal of duplication of work between the two 
agencies. Of course, there is no duplication on the loan business, and 
there is little duplication on the procurement, although our field of- 
fices do help a great many small-business men who come in to them 
and getting Government orders and telling them how. Therefore, 
there is some duplication work on procurement. 

The matter of service to business, that is the place where the great- 
est danger lies in duplication. There is some duplication there now, 
and I think it is growing. 

As long as there are two agencies and the agencies have been given 
similar orders to promote and foster commerce, and the agencies are 
given the appropriations to do it, in fact have been ordered to do it, 
there will be some duplication. 

I should say that as long as there are the 2 agencies, the best thing 
that can be done is for the 2 agencies to work as closely together as 
they can in a friendly manner and try to keep out as much duplication 
as possible and try to see that we are not both trying to do the same 
thing on the same group of people. 

However, so far as duplication or responsibility is concerned, there 
is inherent in the two acts duplication of responsibility in this service 
to business field. 

Mr. Hitz. Well, I might ask a question. Have you ever had an ac- 
tive small-business organization within the department where small 
business could be received, we will say, not only with open arms but 
with a desire and a wish to solve their problems? Do you know any- 
thing about that in the past history of the Department of Commerce ? 

Mr. Treror. Well, I only have known about the Department of 
Commerce since January 1953. I have been acquainted with what has 
been going on there since that time, and I think the Department of 
Commerce has been more a department of commerce for small busi- 
ness than it has for anything else. 

Contrary to the opinion of a lot of people, the Department of Com- 
merce is a Department in which a large percentage of the time of the 
people that work there is spent with small business. 

The larger businesses get along very well within their own organi- 
zations. ‘They have departments that look after their marketing 
problems and their legal problems and their export and import prob- 
lems and those matters that small business is inclined to bri ing to the 
Government for answers. However, the little business has no place 
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else to go except to his trade associations or his chamber of commerce 
or to the Government; and he uses all of them. 

In our mail, I suspect it would be safe to say that 80 or 90 percent 
of the inquiries that come to the Department of Commerce come from 
small business. I know that in my daily experience of talking to 
people, the bulk of the businessmen that come into my office and talk 
to me about problems are small-business men. Only occasionally does 
the larger businessman come in. 

In the field offices, and I have talked to many of the directors about 
this, I have asked them, “Who do you serve out in the field, in the 
territory, what type of businessman comes to you ?” 

They tell me that a large majority of those they serve—in the neigh- 
borhood of 75 percent—would easily fall within the classification of 
small business. 

In our Office of Technical Services where we have file rooms full of 
technical information about all kinds of products and processes, how 
to perform certain operations on products, the visitor or inquirer is 
usually a small-business man. 

I remember an inquiry that came in from a small-business man not 
long ago. He wanted to know what we had on the use of plastics for 
battery separators. He thought that would be a good field to get 
into, and he did not know very much about it. He wanted to know if 
we could give him any information on what had been written on 
that subject. We were able to send him quite a number of articles 
on the use of plastics in battery separators. That is a sample of 
hundreds of inquiries that come from the small-business man into the 
Office of Technical Services. 

The large operator has his own library of that sort of thing. We 
furnish the library for the small-business man. 

In our 25 industry divisions of Business and Defense Services Ad- 
ministration, we have the information the small business needs and 
wants about a particular industry. In addition we are holding in- 
dustry conferences very fr equently, sometimes once a week and some- 
times twice a week, at which we will have a group of 40 or 50 men 
from an industry and we will spend all day. There we have a cross 
section of small-business men and larger business men in that particu- 
lar industry. Also, members of the trade association will be present, 
and all day is spent in discussing the problems of that industry. 

In those meetings there is a preponderance of small-business men 
over the large-business men. 

So, all through the Department of Commerce we have a Depart- 
ment that is set up to serve a great deal more the small-business man 
than it does the large-business man. That is contrary to what a lot 
of people feel about the Department of Commerce and different from 
what I felt when I went there as Assistant Secretary. 

I have been surprised at the work that comes in in the field of ex- 
porting. There almost all of our inquiries come from small business. 
The larger business firm has its own export department, its own ex- 
perts, its own marketing experts in the foreign field. The little busi- 
ness does not. He does not even know how to make out the forms. 
He does not know where to get the forms or how to get a license to 
ship something out of the country and how to build up a foreign 
business. 
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Therefore, he comes tous. Much of our mail, many of our calls, are 
on that. Half of the work of some of our field offices is in this export- 
import field today, telling the little-business man how he can get into 
the export business, where his market is and what kind of distribution 
he can get in France or Scotland or Arabia or wherever he wants to 
sell his product. We can give him that information. 

Mr. Hix. Let me ask another question. Of course, that was the 
reason for setting up the Department of Commerce, if I remember, 
from reading history. 

However, let me ask you this. What is your idea of what a small 
business -is ? 

Now we get into trouble with that. Therefore, discuss that for a 
moment. 

What is a typical small business? Do you base it on the money a 
man puts in a business or the number of people employed or the num- 
ber of sales made or the importance of the product? On just what do 
you think we should base a definition for a small business, a typical 
small business American firm ? 

Mr. Treror. Just what comprises a small business is pretty hard to 
define. Lots of people have tried to define it, and I have not read 
too good a definition yet. 

I think the Small Business Administration uses this general rule, 
that a manufacturer who employs less than 500 people is considered 
small business. 

Mr. Hitt. I believe that is what the Armed Forces use. 

Mr. Mutrer. The Defense Department is using that. 

Mr. Hit. I do not agree with that for one single minute. 

Mr. Muurer. May I interrupt long enough to say that not only does 
the entire committee agree with Mr. Hill’s disagreement, but I think 
the Congress itself has indicated its complete disagreement with the 
numerical definition in its writing a different definition into the 
statute. 

Mr. Terror. Then, there is a monetary maximum for a small busi- 
ness. I think that is, particularly in distributive trades, around $5 
million.a-year. 

Now, whether that definition is right or not, I do not know. You 
probably could not get two people who would agree on what is the 
definition of a small business. : 

Certainly someone who does less than a million dollars a year in 
distributive business would be a small business today. And certainly 
someone who employs less than 200 people would be a small business 
today. However, you have a grey area in there. Certainly 500 and 
$5 million would maximum, I would think, on a small business. 
However, maybe we ought to have various grades of business, not just 
small business and big business, but small business, medium business, 
la ee medium, and so forth. 

Mr. Hitz. Those are all the questions I have. 

Mr. Mutrer. Mr. Teetor, if you do not mind a more or less per- 
sonal question, what was your own business background before com- 
ing with the Government? Would you say it was big business or 
small business ? 

Mr. Terror. My business was big business in my industry, which is 
the piston-ring industry. In the automotive industry, of which it is 
a part, it is small business. 
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Mr. Motrer. I think you have pointed out the wisdom of a legisla- 
tive definition: Will we make it flexible enough to vary from industry 
to industry. Because, 500 in 1 industry may be big business, and 
550 in another industry may be small business. 

Mr. Huu. If the chairman will permit me, we put what we used 
to call a prepositional phrase in there, and we said it was not domi- 
nant in that line of business. Now, if he was dominant in that line 
of business, if he had only $100,000 volume, in our definition he would 
be big business. 

Mr. Moutrer. And they excluded the possibility of the big-business 
man organizing a little afliliate which would be small business by 
saying it must be independently owned and independently operated. 
Therefore, I think we went pretty far toward laying down the general 
principle under which you can go from industry to industry and pick 
out within fairly even realms, within each industry, the small business 
and differentiate between them and the big business. 

Mr. Maness ? 

Mr. Maness. No questions. 

Mr. Mutter. Thank you very much, Mr. Teetor. 

Now, I believe we have Mr. Elliott and Mr. Grimsley of General 
Services Administration. 

For the record, this is Maxwell H. Elliott, General Counsel of 
General Services Administration, and he is accompanied by George 
W. Grimsley, Purchasing Division of Federal Supply Service of Gen- 
eral Services Administration. 

Is that correct? 


STATEMENT OF MAXWELL H. ELLIOTT, GENERAL COUNSEL OF 
GENERAL SERVICES ADMINISTRATION, ACCOMPANIED BY 
GEORGE W. GRIMSLEY, PURCHASING DIVISION OF FEDERAL 
SUPPLY SERVICE, GENERAL SERVICES ADMINISTRATION 


Mr. Griostry. It is just purchasing. 

Mr. Muurer. Purchasing? 

Mr. Grrmstey. Yes, sir. 

Mr. Mutter. Any disposal involved ? 

Mr. Grimstry. Not with me; no, sir. 

Mr. Murer. Does that come within another division of General 
Services ? 

Mr. Exxtorr. Yes, sir. 

Mr. Mutter. Will you be able to tell us about that ? 

Mr. Extiorr. Yes, sir. 

Mr. Murer. Good. 

Now do you want to make a general statement first, either of you 
gentlemen, as to the operation of your Administration insofar as it 
affects small business ? 

Mr. Exxiorr. I would like to touch very briefly on that if I may. 

We in General Services have been somewhat proud of our record in 
the percentage of business that goes to small business both in terms of 
the numbers of transactions and the dollar volume. I do not think 
we should take too much credit ourselves because we have a somewhat 
different problem than the folks on the other side of the Potomac at 
the Pentagon where they are buying large things that only big busi- 
ness makes, such as tanks and airplanes. By and large, the things 
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that we buy are common-use items, ordinary supplies, the things that 
small business customarily makes. Therefore, it is easier for us to 
doit. Ihave to be honest on that. 

Mr. Rrentman. We might ask counsel, Mr. Chairman, if you will 
permit me, what GSA terms “small business.” 

What definition do you use 4 

Mr. Exxiorr. Mr. Riehlman, I will be perfectly frank. We are not 

satisfied with it, but we do use, in the first instance, the definition of 
500 or more employees. Then, if a question arises within that, we 
go to the other criteria of dominance in the field of operation. 

Now we do not pretend that that is the best way of doing it. How- 
ever, from a practical standpoint, if we were to attempt to apply in 
every single case for the purpose of awarding contracts, keeping sta- 
tistics, the legislative definition to which you referred when talking 
to the previous witness, it seems to me that we would have to go into 
an individual company-by-company examination of every one that 
dealt with this. It is just plain impractical. This, for want of 
something better, we do use the cutoff of 500. If a question arises, 
then we do make an individual determination on the other criteria. 

Mr. Mutrer. Do you know the Atomic Energy Commission re- 
solved that question very nicely? They refer all those questions to 
SBA and take SB.\’s statement as to whether it is small business or not. 

Mr. Exxiorr. I would like to ask Mr. Grimsley if, considering the 
volume of business we do, we could do that. That is, the numbers of 
transactions, literally hundreds of thousands of transactions, that we 
have in less than a year. 

Mr. Grrustey. I would say it would be very impractical. I know 
the Small Business Administration pretty well, and I do not think 
they have enough people on hand. 

Mr. Rreniman. Go ahead, Mr. Elliott. 

Mr. Exxiorr. I did want to say that we feel that whether it is by 
luck or by reason of our actions, or what view, that we are doing better 
all along. 

For instance, here are the figures of our procurement for the 12 
months.ending last June 30. In terms of dollars, the small business 
received a total of 42.5 percent. 

Mr. Hitt. That is on the basis of 500 people, though ? 

Mr. Exxiorr. That is on the basis of 500, yes, sir. 

Mr. Hitz. And in a good many of our minds it is way too high. 

Mr. Exuiorr. That is on the basis of 500, yes, sir. 

42.5 percent. of the total business and 80 percent of the total number 
of procurement actions, which is the matter of individual contracts. 
That breaks down into 60 percent—I am talking now of per dollar 
percentages—of the amount of business done under our general supply 
fund which Mr. Riehlman is familiar with, which is the revolving 
fund through which we finance the purchase of common-use supplies 
generally. 

82:9 percent is what we call our other regular program, such as 
public buildings, maintenance, and so on, and 35 percent of the special 
programs. The reason for that smaller percentage in the special 
programs, that includes activities under the Defense Production Act, 
such as the expansion of the aluminum industry and the expansion of 
titanium, which are, in and of themselves, necessarily large enter- 
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prises under that definition. There is no one who employs less than 
500 people, making primarily aluminum or titanium stock. That is 
the reason for that dollar percentage. 

Now we have tabulations here for the 6 months immediately follow- 
ing that, in other words, the period beginning July 1 of 1954 and 
ending December 31 of 1954. The total for all those percentages is 
54.9 percent for these 6 months from small business fi or the dollar 
figures as against the 42.5 percent in the preceding 6 months. 

“Mr. Huw. Now that is figured on the same small-business defini- 
tion ? 

Mr. Exxiorr. The same basis, that is correct, sir. 

However, for what it is worth, at least, under the rules that, we have 
applied them, the percentage that small business has been getting is 
increasing. 

The other figures break down and show a proportionate increase. 

Mr. Murer. Do you get many complaints against a specific sup- 
plier, that he is big business and grabbing all of the particular pro- 
curement ¢ 

Mr. Extiorr. No. I do not recall 

Mr. Grimstey. I do not recall any, sir. 

Mr. Mutrer. Have you taken over most of the procurement from 
the armed services of the common-use items? 

Mr. Ex.iorr. No, we have not, Mr. Chairman. 

Mr. Pike, who is the Assistant Secretary of Defense, Supplies and 
Logistics, and Mr. Mansure together with their staffs are still,working 


on that problem. We have been taking over an increased proportion 
of business from the Air Force and the Navy, but we are still a long 


way from getting it done. We still think that it can be done. Mr. 
Pike, I understand is sympathetic to it. 

I might say this, and I know that you will be interested, and I am 
sure Mr. Riehlman will, too, from the interest he has expressed in our 
affairs in connection with Government operations, that very recently 
Mr. Mansure has had an intensive study made of our procurement 
operations—I should say supply operations, really—by 2 consultants. 
One isa Jerry Kressal, who is top executive of Sears, Roebuck and now 
retired. ‘He is a member of the Hoover Commission task force. The 
other is Hess Kline, who is one of the top executives of Food Fair. 

They have come up to Mr. Mansure with some recommendations for 
streamlining and simplifying our procurement procedures, one of 
which we hope to be able to buy more cheaply because we are going 
to apply more common commercial standards in our purchasing end, 
too, by streamlining some of the red tape and eliminating some of the 
steps, we are going to be able to serve the agencies faster and not have 
so many backlogs. 

The third point of their plan is that we will go into hoard purchasing 
on the bulk items, which is what your big sales stores and other stores 
do. That is, those that have a high repetitive use. 

On the small items that we have to keep in stock for the little agen- 
cies, but which we only have occasionally, that we intend to do through 
locally purchasing in our regions. 

Mr. Hix. Does that include food products? 

Mr. Exutorr. That would include foodstuffs, yes, sir. 

Mr. Hitt. Would you allow me to put the shoe on the other foot! 
Can I be you for 1 moment? 
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I happen to be on the Agriculture Committee. Could we get the 
Armed Forces to quit impressing the idea on these young men of ours 
that they should drink coffee every time they eat, and ask them to just 
let these country boys of ours who have always had milk at home have 
it now? Could you do that for me? I mean, could you look into it? 

We think there is a chance there to use some surplus milk, and you 
are certainly not doing it. That is not your fault. 

Mr. Extorr. I am afraid, Mr. Hill, that even with the far-reaching 
authority of GSA, that that is a matter for Army personnel. 

Mr. Hiiv. A boy can get all the coffee he wants, and they give him 
about a third of a quart of milk. If he wants any more, he pays for 
it out of his pocket. 

Mr. Mutter. I think Mr. Elliott put his finger on it. They can buy 
only what the Armed Forces requisition. Therefore, you and I should 
go down there and start beating some heads in the Pentagon. 

Mr. Hitz. We have been going there for the last 2 or 3 years, and 
still they get all the coffee and never a word asked. 

Mr. Mutter. Maybe we ought to import the Premier of France who 
has just been deposed. He is a milk advocate. 

Mr. Hitz. Anything that you would suggest, I take it, I will help 
you carry out. 

Mr. Riruim AN. Mr. Chairman, in the discussion that you have just 
had here, in respect to GSA’s procurement for the armed services, 
Mr. Elliott, is it not a fact that the opportunity for GSA to take over 
procurement of common use items for the military services is going to 
be greater as soon as we finish with our cataloging program and we 
have a common denominator and number and description for each 
common-use item that is being used throughout all of the agencies of 
the Government, whether they are in the military departments or in 
our other departments ? 

Mr. Exxiorr. That will be of immeasurable help all along the line, 
including this progressive taking over of common-use items. 

Mr. Rrenuman. Don’t you feel that the opportunity to have GSA 
take over the common-use itme procurement for the services will be 
toa greater advantage when this cataloging is finished ? 

Mr. Exuiorr. Much greater advantage. 

Mr. Hiri. When do you expect that to be done? 

Mr. RreH_MAN. That i is what I would like to say. If you want it 
on the record, I will give it to you, because I have been drawn between 
2 committee activities for the last 2 days. 

The subcommittee that I was formerly chairman of—the Military 
Operations Subcommittee of the House Committee on Government 
Operations—Mr. Holifield, the distinguished gentleman from Cali- 
fornia, is now chairman, and we have just completed 2 days of hearing 
on this cateloging program. We are very pleased with the progress 
that is being made and has been made in the last year. 

The target date is the end of 1958, as I understand it, when not only 
will the initial identification phase of cataloging be done, but the 
conversion phase will also have been radon That is the time 
when you will know what the number and description of all of the 
items are going to be throughout the services, which will be uniform. 

Then, of course, comes the next step which is standardization, and 
which is as important or probably more important than just the cata- 
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loging program, because there is where you will find so many of these 
little items that have the same number and just a small change by 
virtue of standardization will bring them into the same category 
with maybe 50 or 75 other items that are being used by the 3 services. 
And you will be buying one standardized item instead of, as it is now, 
hundreds of different varieties of items that are to be used for substan- 
tially similar purposes. 

I do not know that this needs to be on the record. 

Mr. Muurer. Off the record. 

( Discussion off the record.) 

Mr. Muurer. On the record, 

Mr. Exxiorr. I might say, Mr. Riehlman, that that is highly gratify- 
ing because there are real savings to the taxpayers involved in stand- 
ardization. However, your cataloging is the necessary step to your 
standardization. You cannot get to standardization until you get 
your cataloging. 

Mr. RreutmMan. Cataloging is a tool that you have to use to get to 
standardization. 

Mr. Exxitorr. That is correct. 

I think from the standpoint of interest to the committee it just seems 
to me like our principal small business is going to be immeasurably 
helped by the standardization program because they are going to com- 
mercial standards. In other words, the thing which the businessman 
regularly makes and sells to everybody else. That has been one of the 
limiting factors on small business and ordinary procurement. 

If the Government has a trick specification for canning tomatoes—I 
want to use this particular example—they have an odd-size can, your 
small packer would not convert, or could not get the money to convert, 
his machinery. You use a standard size, the small man has a break 
with the big fellow. 

Mr. Mourer. I think, Mr. Hill, the chairman of this committee, and 
other members of the committee have indicated time and time again 
that we think that the armed services ought to deal with the military 
and naval matters and that matters of procurement ought to go, as far 
as possible, to the civilian agencies. The civilian agencies can do a 
better job at it. 

That is why we are so anxious to know what progress you are making 
and taking in as much of the procurement as possible from the armed 
services. 

In that connection, have you made any progress at all in being able 
to take over the procurement for the PX’s and ship stores? They 
deal only with the common-use items in those places. 

Mr. Exrorr. I do not believe that we have. 

Mr. Grimstey. No. 

Mr. Extiorr. I would like to make this suggestion, Congressman 
Multer, if I might. 

I was not aware that particular subject was coming up. It is a 
subject that is very dear to Mr. Mansure’s heart; he is very much 
interested in it. I know the committee is awfully crowded, but if you 
are really interested in it, I know that he would love to have an oppor- 
tunity to come down himself and explain directly to the committee 
what he is doing. 

Mr. Rreuiman. May I also suggest that if you bring Mr. Mansure 
down, because I know he has been in conference with Secretary Pike, 
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who is in charge of supply and logistics in the Defense Department, 
that Mr. Pike be given an opportunity too. I think you would need 
the both of them. 

Mr. Hux. This is important. 

Mr. Exutorr. I think that would be an excellent suggestion. 

Mr. Mutter. Mr. Elliott, you let Mr. Mansure choose his date. 
This committee is going to sit next week here on the 8th, 9th, and 10th. 
Let us know what day will be convenient to him, and we will be very 
pleased to hear from him. 

Mr. Exniorr. Yes, sir. 

Mr. Mutter. We would like to have some information also on your 
disposal program. I do not know whether you want to give it to us 
or if you would prefer that he give it to us. We would like to have 
some information on how small business is getting integrated into 
that and whether or not they are getting their fair share. 

We get complaints repeatedly that they do not get an opportunity 
to buy items that are no longer of use to the Government. The 
Government has disposed of them, and they do not get the same 
chances other people do to bid and buy them. 

Mr. Exniorr. I would suggest on that, if I might, that I could talk 
very briefly, but since you are planning to have Mr. Mansure and Mr. 
Pike, and since, as Mr. Riehlman knows, the overwhelming majority 
of the disposal of surplus personal property is done by the military, 
that it would be more profitable to discuss that when they appear. 

Do you not think so? 

Mr. Rrentman. I think that is a good suggestion, Mr. Chairman, 
because I think that Mr. Elliott knows that last year a lot of our time 
in committee was spent on both of those subjects. It is true that GSA 
has delegated authority for disposal of surplus property, to a great 
degree, to the Defense Department. We did study the disposal 
program, and I am sure that what you are saying is true, that it is 

yretty difficult for the small man, to purchase surplus property unless 
it is sold by auction or spot-bid sale. Those two programs are being 
sponsored by GSA and Defense, and I think it would be most inter- 
esting for the committee to have information as to the success of those 
two types of sales, and a person does not have to put up a deposit in 
advance as a guaranty that he will take the property, but goes in and 
bids and buys it on the spot in pretty nearly any quantity that he wants 
to, which is very helpful. 

Mr. Mutrer. Did your Committee on Government Operations 
approve the transfer of authority of disposals, GSA to the Defense 
Department ? 

Mr. Rreutman. We did not approve it. We had no authority, of 
course, to approve or disapprove it. 

However, the committee, I think, in its final report never recom- 
mended or suggested that GSA delegate its complete authority where 
it was feasible and proper to retain it, and we were perfectly willing 
to have that done. However, the main problem we found in the field 
of disposal was, in many instances—I do not think this needs to be on 
the record, Mr. Chairman. 

Mr. Mutrer. Off the record. 

(Discussion off the record.) 

Mr. Mcuurer. Onthe record. I think that we can recess this hearing 
at this point. Thank you very much, gentlemen, for being with us. 
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Mr. Extiorr. I will communicate with Mr. Mansure and advise you 
when he will appear. 

Mr. Mvuurer. On March 8, Tuesday, beginning at 10 o’clock, we 
intend to hear representatives of the small-business organizations and 
the general public. If you will let us know when Mr. Mansure can 
come up, we will set a time aside for him. 

Mr. Ex.iorr. I will communicate with counsel ? 

Mr. Mutter. Yes, if you will, please. 

This meeting will now stand in recess until March 8 at 10 o’clock. 

(Whereupon, at 3:40 p. m., the subcommittee recessed, to reconvene 
at 10a. m., Tuesday, March 8, 1955.) 
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THE SMALL BUSINESS ADMINISTRATION AND RELATED 
ACTIVITIES 


TUESDAY, MARCH 8, 1955 


Unrrep States House or REPRESENTATIVES, 
SeLect CoMMITTEE ON SMALL BusINEss, 
SuscomMitteE No, 2, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 1435, New House 
Office! Building, at 10 a. m., Hon. Abraham J. Multer (chairman 
of the subcommittee) presiding. 

Present: Representatives Multer, Roosevelt, Riehlman, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel. 

Mr. Mutter. This meeting will please come to order. 

We will hear first the Members of Congress this morning, and it 
may be necessary during the course of the morning to interrupt the 
testimony of other witnesses as other Members of Congress may come 
in. 

Many of them will forward their statements to be made part of the 
record, arid I trust that the other witnesses will not mind being inter- 
rupted from time to time so that the Congressmen may come in at 
their convenience, make their statements, and then go on to their other 
committees and business. 

We are pleased to have with us this morning Congressman Jack 
Westland, of Washington. 

Mr. Westland, will you please come forward ¢ 


STATEMENT OF HON. JACK WESTLAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Westtanp. My name is Jack Westland. I represent the Sec- 
ond Congressional District in the State of Washington. 

Mr. Chairman, I have understood that this committee was going 
to consider the efficiency of operation, and so forth, of the Small 
Business Administration. I merely wanted to appear before this 
committee to let them know that from my point of view, and I believe 
from the point of view of my constituents, the Small Business Admin- 
istration has done a good job in my district. 

I have some facts here which show that they have approved 9 loans 
in various parts of the district, the largest 1 for $150,000 to the Neah 
Bay Light & Power Co., and the smallest 1, as a matter of fact, 3 
other loans, for $10,000, which certainly shows, in my opinion, they 
are a small business administration. 
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I am familiar with some of these companies, and they are good 
companies. These loans, I am sure, will contribute considerably to 
the economy of the area in which they were made. 

They have been quite efficient in helping small-business men: find 
out how to get a part of a Government contract or how to locaté the 
proper agency to show or display their product, and in that way obtain 
Government business. 

Actually, the amount of sales that have been made is the result of 
these contracts is some $429,000, which in itself is not a great deal. 
Yes, there were quite a few concerns involved in that. I think they 
have done real well. 

I know from personal experience that the office itself has been will- 
ing and able to go out and meet the small-business men in the district 
and consult with them and try to show them what they can do in the 
way of representation and contracts with the Government and to make 
recommendations for the efficient operations of their plant. 

I only want to leave that impression with you, that in my opinion 
and the opinion of most of the people I know in my district, Small 
Business Administration has done a good job and is doing a good job. 

Mr. Mutrer. Congressman Westland, have you had any indication 
that the maximum limitation of $150,000 on the lending authority is 
too small or that it should be increased ? 

Mr. Westianp. No; I have not. As I said, the largest loan made 
was the $150,000, which is the maximum. But I do not believe the 
request in that case was any more than that. 

As a matter of fact, what few remarks I have heard were to the 
effect that they believe this $150,000 was enough. Actually that is 
contrary to what I had thought when this bill originally came before 
us. I thought $150,000 was probably too small. In these days of 
sizable contracts you can be a small business and still need more money 
than that. However, that has been the comment I have received 
Mr. Chairman. 

Mr. Muurer. Mr. Seely-Brown ? 

Mr. Srety-Brown. No questions. 

Mr. Mourer. Thank you very much, Mr. Westland, for coming in 
and being of help to us. 

Mr. Westtanp. Thank you for letting me appear first. 

Mr. Moutrer. Our next witness this morning will be George J. 
Burger, representing the National Federation of Independent 
Business. 

Mr. Burger, will you come forward? Do you have a prepared 
statement, Mr. Burger ? 

Mr. Bureer. Yes, Mr. Chairman. 

Mr. Mutter. We are very happy to have it. Mr. Burger is an old 
friend of the committee, aban are pleased to have him with us again. 

Mr. Bureer. Thank you, Mr. Chairman. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS 


I am George J. Burger, vice president in charge of legislative 
activities, National Federation of Independent Business, 740 -Wash- 
ington Building, Washington, D, C. Our national headquarters are 
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located in Burlingame, Calif. We also maintain division offices at 
New York City, Cincinnati, and Chicago. 

It must be understood by the members of the committee that no 
officer or group of officers is permitted to speak for the federation as 
to its position on any legislative or economic problems unless so 
directed by a nationwide poll of our members. The entire member- 
ship is polled and the results of these polls give the executive officers 
the authority to act in their behalf. 

The federation has a vital stake in the successful administration of 
the Small Business Administration Act. It will be found from the 
record of the hearings before the House and Senate Banking and 
Currency Committees in May 1953 that the federation’s position was in 
full support of the saipoandldaliintiich with only one exception. We 
recommend that full control of the agency rest with the Adminis- 
trator and that he be subject only to control of the Congress of the 
United States. Our position today, through nationwide vote, remains 
the same as it was in May 1953. 

The federation has in its employ approximately 200 field repre- 
sentatives who are calling on small-business men every day of the 
business week and they are in a position to get firsthand information 
on the success or failure of the Small Business Administration in 
carrying out the will of Congress. Further, the federation, through 
its head offices at Burlingame, Calif., and its Washington office, re- 
ceives considerable numbers of requests for information from our 
membership as to procedure under the Small Business Administra- 
tion Act as to loans. In fact it can be safely said that better than 80 
percent of the inquiries as they apply to SBA from all sections of the 
Nation rest on the needs for financial assistance. The Washington 
office alone, during the life of the act, has assisted many hundreds in 
giving them the necessary information on procedure to follow in their 
contacts under SBA. At the same time, we have kept the Members 
of Congress acquainted with information coming from their dis- 
tricts on such inquiries. 

We have a very vital stake in the success of the Small Business Ad- 
ministration Act. We are not unmindful of the fact if there are 
deficiencies in the administration of the act, it would act as a 
boomerang to the federation. Consequently, we are watching de- 
velopments to bring about a successful administration of the act, and 
let it be understood for the record that the closest liaison and co- 
operation has existed between our office and the head office of SBA 
for a year or more. 

Our interest in the act itself began shortly after its approval by 
Congress. As is my custom every year, I visited the head office at 
Burlingame, Calif., in September 1953, and made it my business to 
confer with the regional director of SBA in Los Angeles, and in 
October 1953 with the regional office at Kansas City, Mo. In both of 
these visits, to be certain we had the story correct, I insisted that a 
third party be present at the conferences. At the completion of the 
conference, I directed that the third party make his report on the con- 
ference and then I made my own individual report. The comparison 
was then made. We found a wretched situation existing in the ad- 
mininstration of the act which we believed was far from the intent 
of the Congress. 

62408—55——13 
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Upon my return to Washington, I immediately contacted the Ad- 
ministrator, Mr. Mitchell, and arranged for a conference, which took 
place in his office on October 23, 1953. His various assistants were 
present during the 2-hour conference and I believe the present Ad- 
eee r. Barnes, who was then General Counsel, was also 
there. 

I advised Mr. Mitchell of our findings, namely, that the great 
majority of small-business institutions could not qualify for loans due 
to the regulations instituted by the Policy Board. The regulations 
provided for loans only for those institutions in essential war work 
or essential industries. We found that the formal application which 
was presented to the applicants for completion brought about a situa- 
tion where the applicant would attempt to answer the questions in 
the form and would finally throw it up in disgust. 

At the conference I put the question to Mr. Mitchell as to who was 
setting the loan policy and was any policy he pis omep vetoed by 
Treasury or Commerce Department heads. He asked me to give 
him the privilege of reserving an answer until a later date. 

His assistants urged, because of the importance of my finding, that 
a joint conference be arranged with Treasury and Commerce officials 
and the SBA, at which time I could relate again the story I had told 
on October 23, 1953. This conference took place on the afternoon of 
October 26, 1953, in the office of Mr. Randolph Burgess, who, I believe, 
is Assistant to the Secretary of the Treasury. I also believe that Mr. 
Lothair Teetor of the Department of Commerce was present at this 
conference. I brought out in this conference two particular cases, one 
of a small battery manufacturer in the State of Minnesota and the 
other, a small furniture producer in the State of Georgia. In the 
first instance, applications for loans were denied because it was ruled 
they were not in essential businesses. 

The outcome of these joint conferences was that a few days later 
a change was made in the management of SBA and then on November 
16, 1953, the entire policy was changed to permit all small business 
to participate in financial aid through the Small Business Administra- 
tion Act. 

Shortly thereafter, Mr. Wendell Barnes was appointed Adminis- 
trator and up to this very moment, we have had no reason to register 
any objections to the present policy being carried out by the Small 
Business Administration insofar as financial aid to small business is 
concerned. ‘The federation makes no recommendations one way or the 
other on any application for a loan. The application must stand on 
its own merits. 

I believe it was just a year ago that the present chairman of the sub- 
committee, Mr. Multer, as a member of the Subcommittee on Small 
Business, held hearings on the west coast, one in San Francisco and 
another in Los Angeles. In both instances, federation officials ap- 
peared and gave testimony, and at one of these hearings the committee 
questioned the federation witness on the advisability of raising the 
SBA loan ceiling to a higher bracket than the $150,000 limit. Follow- 
ing up the committee’s suggestion, we polled our nationwide member- 
ship and the vote was in the negative. Knowing of our obligations 
to our members as to a successful administration of the act, again in 
one of my annual visits to the head office, in 1954, I held conferences 
with the directors of the regional offices in Los Angeles and San 
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Francisco. At these conferences in these areas, Federation President 
C. Wilson Harder, accompanied me. I also conferred later with the 
regional director in Portland, Oreg. At that time, a federation man 
was also with me. Then again, before returning to Washington, I 
conferred with the regional office in Minneapolis. 

In these recent conferences, not alone with the regional directors of 
SBA but also with small-business people en route, we found two seri- 
ous situations we hope have since been corrected. One was the re- 
luctance of banks in certain areas to look with favor on the Small 
Business Administration. In some areas it was reported that cor- 
respondent banks were afraid to step in because they were fearful of 
antagonizing the larger banking institutions. The second was the 
failure of the regional offices of SBA to have enough available mate- 
rial such as Government specifications or blueprints of specifications. 
There was a limited number available and when they were gone, that 
was the end of it. 

In some areas, arrangements were made with the public libraries 
where such documents were available. However, it was most difficult 
sometimes for a small-business institution to have to go down and 
look up copies and make analyses of them, et cetera. 

It is our hope that the committee will make certain that all available 
information as to Government bids, forms, specifications, blueprints 
and so on are available at all regional offices of these small business 
institutions so that those small business institutions who are interested 
in participating in Government contracts may have such information 
in advance to permit them to qualify. 

I have been present at all the hearings of the committee and the 
committee is to be commended for the careful study it is making of 
the proposition so that the act will deliver to small business what 
Congress intended. 

We are not satisfied with the share that small business is receiving 
from the Defense Department. It is our belief that the Administra- 
tion should take a more aggressive stand in its demand for an equal 
share—and we mean equal share—to be allocated to small business of 
this Nation. 

During the present hearing, we particularly noted the splendid 
statement made by Congressman Riehlman, where he warned the 
Defense Department of the advisability of recognizing small business 
and giving it the necessary share of business. 

As he put it, this important segment of our economy should be 
maintained from the standpoint of security. I recall a similar warn- 
ing of the late William Jeffers in 1943, when he was Rubber Adminis- 
trator. He made the suggestion before a Senate committee, that from 
a security standpoint, there was an increasing need to keep small busi- 
ness functioning in that industry. Iam glad to note also that Mr. 
Riehlman made the comment that all members of the committee con- 
curred in his observation. 

I was more than pleased to note the statement presented by Mr. 
Robbins, Assistant Secretary of the Treasury, in which he said: 

The Treasury believes that under the provisions of the act, and under existing 
Policies, SBA has established an excellent record since its lending machinery 


went into operation. The Treasury believes that in the light of that record, the 
life of the agency should be extended for a further period of 2 years. 





190 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


It is also to be noted in the statement made by Mr. Hamlin, small- 
business adviser for the Department of Defense, that he stated: 

It is our view that the Small Business Administration is presently serving the 
best interests of the Nation in this way and that it can continue to do so. For 
these reasons, we recommend the continuation of the Small Business Adminis- 
tration Act beyond June 30, 1955. 

We also note with considerable interest the statement of Mr. Teetor 
of the Commerce Department before the committee, taking no position 
on the agency except, as he stated : 

The ultimate responsibility for the execution of this program rests with the 
President. Congressional investigations of the RFC make clear the potential 
danger of abuse of discretion and authority inherent in a governmental loan 
program. The establishment of policy to govern the agency’s actions by the 
Administrator and two officials of Cabinet rank provides a workable and effective 
channel to keep the President informed and a safeguard to assure that the 
general program reflects the views of the Executive, always, of course, within 
the framework set by Congress in the enabling legislation. 

Does this mean that the Department of Commerce believes that the 
SBA is a good agency just so long as the Department can keep its 
fingers in the pie? In our opinion this would be no good for a suc- 
cessful administration of the act. Control should rest with the Admin- 
istrator and the Congress itself. 

In conclusion, Mr. Chairman, the federation makes certain recom- 
mendations for the committee’s consideration : 

1. We believe that any and all top employees of SBA should have 
full and thorough knowledge of the basic problems of small business. 
They should have a human feeling for the problems facing small 
business. This should be a requisite before they go into a position. 

2. The regional advisory boards appointed by the agency should 
meet more often with the regional directors so that. the directors will 
have more direct information on what is going on in their areas. 

3. We believe the committee should reexamine the appointments 
made to the National Advisory Board as it may be found that some 
of the members of that Board are a long way from an understanding 
of small business or being representative of small business. 

4. A more aggressive action on the part of SBA to secure a greater 
share of Government business, and particularly to exercise its right 
to take prime contracts where same can be channeled through groups 
of small business in the respective industries. We found in many 
areas that competent small engineering firms, for example, would be 
able to handle effectively prime contracts, singly or in groups, and 
possibly at lower cost to the Government. We urge special action 
by the committee in its direction to the agency on this. 

5. We believe that the committee should explore the privilege ex- 
tended to the regional offices in making loans up to $50,000 without 
consulting Washington. We would like to have the committee sat- 
isfy itself that in this permission there are no impediments and that 
it means just what it says. 

Finally, Mr. Chairman, on a recent nationwide poll of our member- 
ship presenting the question pro and con on the continuance of the 
Small Business Administration, the results of the poll were 75 per- 
cent for, 22 percent against, and 2 percent no vote. 

This poll further disclosed that the membership wanted the agency's 
control to rest entirely in the hands of the Administrator with no 
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control being exercised by the Treasury or the Commerce Depart- 
ments. 

Thank you for the opportunity, Mr. Chairman, to appear befere 
your committee and express our views in behalf of small business of 
this Nation. 

Mr. Murer. Thank you, Mr. Burger. You and your organiza- 
tion have always been helpful to us. 

Mr. Seely-Brown, any questions ? 

Mr. See.ty-Brown. I wonder if it would be possible for Mr. Burger 
to leave with the committee staff the basic information as to how the 
federation sets up its questions which are sent out on his poll? I 
receive the results of that poll every month in my office. I have 
always been interested in determining how you arrive at the questions 
that you send out. Maybe it is not the time to do it here, but I think 
that information, if it were available—— 

Mr. Mutter. I think it would be helpful to make it part of the 
record. 

Mr. Srery-Brown. Fine. 

Mr. Bureer. All right, the committee will have the full informa- 
tion, the complete information, on your question, It is a very tough 
assignment. 

Mr. Seery-Brown. Thank you, Mr. Burger. 

Mr. Bureer. It is a very tough assignment, to take these legisla- 
tive acts and keep the pro and con and to be very definite that we are 
not charged with any intent to bring about an answer that would be 
satisfactory to what we would likely be interested. It is a very tough 
assignment. 

Mr. Mvuurer. At the same time, Mr. Burger, I think you will make 
the task of the Members of Congress much easier because many of the 
Members get their report of your polls, and then they sit back and 
wonder, “Well, now, how is this done; is it a fair reflection of what 
small business is thinking, or is it not ?” 

If we have that on the record, we then can answer those questions 
im the minds of many Members, and the result of your poll, as made 
available to us, will prove much more valuable in appraising what 
should be done on specific questions. 

Mr. Bureer. Mr. Chairman, I think it is a very good question, be- 
cause the same question has been brought up time and again, more 
recently before the House Ways and Means Coitinstten on the Recip- 
rocal Trade Act. 

Congressman Ikard down the hall is a member of that committee 
and thoroughly explored that question. I had a similar experience 
before the Ways and Means Committee at the same time by Con- 
gressman Jenkins of Ohio and before that at the Senate Foreign Rela- 
tions before Senator Tom Connally, chairman of the committee. 

However, the committee will have the full information, of that 
you may be certain. 

Mr. Mutter. Do you have anything else ? 

Mr. Srety-Brown. No, go ahead. 

Mr. Mutter. With reference to your recommendation about deter- 
mining whether or not the members of the National Advisory Board 
are representative of small business, we have already asked the 
agencies to supply to us and have received biographical data so that 
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the committee can appraise that situation and also determine whether 
they are or are not representative. 

Mr. Burcer. Thank you. I mean, that will be very necessary. 

Mr. Mutter. Do you have any comment on the question of uni- 
formity of interest rate? 

Mr. Burcer. No. I will tell you my experience, Mr. Chairman— 
I am not a professional trade association man. I owned and operated 
a business in metropolitan New York for about a quarter of a centur 
or more. I truthfully can advise the committee that I do not recall 
im many, many hundreds of communications on visits with small busi- 
nesses themselves in my travels through the Nation, that I have had 
only one that I can recall, and that was from Texas, of any question 
about the interest rates. I find in my own experience in metropolitan 
New York that the average small-business man, when he is in need 
of finances, the least of his worries would be the interest rates so long 
as it is in keeping with the conformity of the law, I mean, in the 
respective States. 

I mean, what he is after is to get the necessary financial revenue. 

No, I have not, with only the one exception. 

Mr. Muurer. Any questions, Mr. Maness? 

Mr. Mangss. No questions. 

Mr. Muurer. Thank you, Mr. Burger. 

Our next witness will be Mr. Brainard. 

Will you come forward, sir? 

Mr. Brainard, will you identify yourself for the record ? 

Mr. Brarnarp. My name is Frank S. Brainard, Jr., and I reside at 
246 Palm Street, Hartford, Conn. 

Mr. Mutter. Mr. Brainard, and those who are at this hearing today, 
because of the seriousness and grave import of the statement that Mr. 
Brainard is about to make, much of which has been made available 
to the members of this committee, we believe that it is essential that 
with reference to Mr. Brainard’s statement and examination and any 
answers that may be made to Mr. Brainard’s statement.or charges by 
any of the Government witnesses, that all witnesses with reference to 
this matter, including Mr. Brainard, be sworn. 


TESTIMONY OF FRANK J. BRAINARD, JR., HARTFORD, CONN. 


(Having been first duly sworn by the chairman :) 

Mr. Brarnarv. Mr. Chairman and members of the House Select 
Committee on Small Business, before I commence to read my formal 
statement I would like to ask two questions and answer them myself. 

The first question: Wasn’t an important reason given by Congress 
for the need of the Small Business Administration, the fact that cer- 
tain companies that were involved in the defense program required 
assistance with the changing of the defense-procurement require- 
ments? 

My answer: I quote from the foreword, written by Senator Thye, 
chairman of the Senate Committee on Small Business, and the 
pamphlet publishing the Small Business Act, creating the Small 
Business Administration. 

By the middle of 1953 it became apparent that the dislocations of the Korean 


war had abated in seriousness and that the American economy was resuming a 
more normal character. Nonetheless, many unsolved problems remain to plague 
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the most resourceful small entrepreneur and Congress was convinced that it 
would be a mistake to scrap the mechanism developed to meet emergency crisis 
when many substantial obstacles still strew the path of small concerns merely 
because of their size. 

For those reasons, William S. Hill, chairman of the House Small Business 
Committee, and I, as the chairman of the Senate Small Business Committee, 
introduced companion measures during the Ist session of the 83d Congress to 
authorize the establishment of a permanent Small Business Administration. 


The second question: Is it not important, in fact, the committee 


policy of Congress, to do everything possible to protect and to assist 
small business ? 


I quote again from the same pamphlet written by Senator Thye: 


There has always been complete agreement that the product potential of 
smaller firms must be utilized if the United States is to remain strong. The 
broad statement of policy best expressing the philosophy underlying this legisla- 
tion is contained in section 202 of the acts. The essence of the American eco- 
nomic system of private enterprise is free competition. Only through full and 
free competition can free markets, free entry into business, and opportunities 
for the expression and growth of personal initiative and individual judgment 
be assured. The preservation and expansion of such competition is basic, not 
only to the economic well-being, but to the security of this Nation. 

Such a security and well-being cannot be realized unless the actual and poten- 
tial capacity of small business is encouraged and developed. 

So it is the declared policy of the Congress that the Government should aid, 
counsel, assist, and protect, insofar as is possible, the interests of small-business 
concerns in order to preserve a free competitive enterprise, to insure that a fair 
proportion of the total purchases and contracts for supplies and services for the 
Government be placed with small business enterprises, and to maintain strength 
in the overall economy of the Nation. 


Mr. Rrentman. Mr. Chairman, these are two statements made by 
the witness; he was asking two questions and answering them for the 


benefit of the committee. 

I would like to say that I do not think any member of the committee 
disagrees with the statements up to this point. Certainly it is the 
intention of Congress to do everything it possibly can to help foster 
and continue the operation of small businesses. 

Mr. Bratnarp. There is a particular point here, though, that I think 
is important, and that is that with the ending of the Korean conflict, 
it was particularly referred to as the reason why the small business 
should be kept in existence, because we were going to have these prob- 
lems with the cancellation of Government contracts and the stretchout 
program. 

Mr. Rrentman. I do not remember all of the contents 

Mr. Mutter. I think that was made amply clear in the report on 
the bill which became law, and which is now Public Law 163 of the 83d 
Congress and is known as the Small Business Act of 1953. 

Mr. Brarnarp. The reason I read that is that I think it has particu- 
lar reference to this case. 

In other words, if you were to write an act to fit our particular posi- 
tion, you could not have written an act to come closer to it. 

Shall I proceed ? 

Mr. Mutter. You may proceed. 

Mr. Bratnarp. I appear before this committee a man who has had 
visited upon him an injustice, a man who has been victimized by his 
own Government through the Small Business Administration. I 
believe I am only one of many so treated. 
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Tf this is true, it is my conviction that the SBA should be thoroughly 
investigated by this committee and made to function as the effective 
American institution it was designed to be. 

The only alternative I see, is that the SBA as now operated, should 
be eliminated so that small American businessmen are no longer 
deluded into believing that their Government is interested in their 
problems. 

As asmall-business man—the manager of an industry that employed 
over 100 men, and a year ago had a promising future, I now find my 
factory closed because of the malfeasance—maladministration—and 
possibly illegal actions of SBA officials. 

I would like to make seven points. The first point: 

I sincerely believe that the SBA regional director for New York, J. 
Frederick Benedict, continuously put off disbursement of our author- 
ized loan in an attempt to take over our business. 

1. He continuously asked, day after day, week after week, month 
after month, for additional information which, he implied, ought to 
permit disbursement of our authorized loan. Each time we met his 
demands, only to be confronted with requests for additional data on 
different subjects. 

2. The procrastination of disbursement made “adverse change” 
which was the final reason for refusing to disburse. 

3. Mr. Benedict began operating Benedict Manufacturing Co. on 
Long Island after becoming regional director. Mr. Vincent Lane, 
under the alias of Mr. Vincent, working for Mr. Benedict in Benedict 
Manufacturing Co., was in constant touch with a Brainard Industries 
secretary, without the knowledge of the Brainard executives. Mr. 
Lane, in the name of Benedict Manufacturing Co., tried constantly to 
gain control of a new product Brainard Industries was commencing to 
manufacture and sell. He did this by contacting the inventor of the 
product and implying that Brainard Industries was going out of 
business. 

4. On November 19, Mr. Benedict advised Brainard: Industries to 
give out payroll checks, amounting to about $15,000. This was on 
a Friday and he assured us he had previously ordered the loan-disburse- 
ment checks from Washington so that we would definitely have them 
the following Monday or Tuesday. When he then failed to disburse 
the loan, the payroll checks thus issued on his advice could not be 
honored. 

5. Mr. Benedict removed himself from having anything to do with 
our loan on November 30 after he had been handling the matter him- 
self and knew more about it than anyone else in SBA. He claimed 
the union officers at Brainard Industries had accused him of bad faith. 
Although Mr. Benedict outwardly removed himself from the loan 
he continued to deal with it within his own office. He made his 
financial assistance chief the acting regional director for our loan 
only. The acting regional director, Mr. Alexander Horner, since 
taking over that title, never once sat down with us to go over the 
details of our cash-flow sheets, et cetera—neither has he ever assigned 
anyone to do so. It is obvious there was never any intention to 
disburse the loan. 

Under the second point: 
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I sincerely believe that the SBA regional counsel for New York, 
Harry H. Davidson, deliberately did everything he could to hurt 
our company so that he would not have to disburse our loan. 

1. Mr. Davidson tried to influence the SBA finanancial staff against 
disbursing our loan on numerous occasions. In fact, we were told 
by Mr. Storrs, of the Production Section of SBA, New York, who, 
incidentally, is the only SBA official who visited our oor during these 
negotiations (except Mr. Monroe who came with him once to help 
with the inventory he was taking), that he had to tell Mr. Davidson 
to shut up on financial matters more than once and stick to the legal 
side. 

2. When, in accordance with Mr. Davidson’s instructions, we had 
corrected the standby agreements arranged with our creditors through 
the New York Credit Men’s Association, he refused to examine them. 

3. Prior to the expiration of the authorization of our loan, Mr. 
Davidson notified the creditors committee, which we had established 
in order to obtain the standby agreements, that SBA was not going to 
disburse our loan. This action by Mr. Davidson nudged the standby 
creditors into taking bankruptcy action yp acme us. The bankruptcy 
action further helped SBA officials in their desire not to disburse 
our loan. 

4. Mr. Davidson went so far at one point as to tell me, “Get the 
hell out of my office, ’'m not going to disburse this loan. I’ve got 
one bankruptcy on my hands and I’m not going to have another.” 

The third point: 

I sincerely believe that the Deputy Administrator for Loans, W. 
Norbert Engles, deliberately twisted the facts regarding our loan to 
prevent disbursement. 

1. Mr. Robert Forsythe, counsel for the Senate Small Business 
Committee, told me, after his first visit with Mr. Engles, that our 
problem apparently was all a case of inventory. When I explained 
the inventory situation to Mr. Engles in a letter immediately follow- 
ing his meeting with Mr. Forsythe, the inventory argument was 
dropped and Mr. Engles switched his argument to “adverse change” 
and inadequacy of the standby agreements. 

2. Mr. Engles told me also, when I was talking with SBA Admin- 
istrator Barnes, just after our loan authorization was canceled, that 
a guaranty to purchase our inventory, given by the Western Electric 
Co., was worthless. 

The fourth point: 

I sincerely believe that the SBA Administrator, Wendell B. Barnes, 
canceled our authorized loan 214 weeks before it was scheduled to 
expire because he did not like the fact that Members of the Congress 
were inquiring as to its status. 

1. Mr. Barnes sent word to see me the day after I had talked with 
the offices of several Senators and Congressmen. Mr. Barnes canceled 
the authorization between that time, about 10:30 a. m., and the time 
he saw me at 2: 40 p. m. the same day. 

2. After a long lecture on how he had tried to help, Mr. Barnes 
said he had canceled our authorization, on his own, even though Mr. 
Kngles and others were still willing to try to work it out, because 
he (Barnes) did not like the calls he was getting. Obviously the 
calls were from the Congress. 
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3. Where can a citizen go for help, after being kicked around for 
a long period by officials of the executive branch of Government, except 
to his Representatives and Senators? 

The next point: 

1. The Signal Corps Procurement Headquarters in Philadelphia 
made several calls to SBA officials in New York, emphasizing the 
importance of our contracts to national defense and noting the excel- 
lence of our work. 

2. The Western Electric Co. made similar representations to SBA. 
They stated that delay in disbursing our loan held up production, 
by subcontract in our plant, of important assemblies which were com- 
ponents to a prime defense contract with the Signal Corps held by 
Western Electric. 

3. The Signal Corps subcontracts from Western Electric were five 
assemblies on a very important telephonic relay system recently de- 
veloped by the Bell Laboratories for the Government. Bell Labs 
had been working on this for several years. Brainard Industries 
was the sole supplier, in fact the only people who had ever made these 
assemblies. We had designed and manufactured the tools, as well 
as having successfully produced these items for a period of about a 
year prior to delays caused by defense procurement stretch-out and 
engineering changes. 

4. Brainard Industries also had a prime contract with the Signal 
Corps, awarded a few days before our loan was granted. SBA was 
fully aware of this fact. SBA also knew that this contract was being 

ut in jeopardy by their failure to disburse our loan, which finally 
Siceieasit about the closing of our plant. 

The next point: 

I sincerely believe that the Small Business Administration acted 
with complete disregard for the employment of our working force. 

1. We had employed considerably more than 100 people during the 
past year and when we closed had slightly less than 100. 

2. Most of these te are today without work. Many are in the 
process of losing their homes, and are having a very difficult time 
getting along. 

3. Our area has large unemployment due to the thousands of people 
laid off at Republic Aviation and other large plants in the area, as 
well as by the small plants who depend on the large firms for work. 

4. Loyalty of our labor force is demonstrated by the fact that they 
worked night and day over the Thanksgiving holiday to take an 
audited inventory. This inventory was demanded by SBA officials 
who told us such was a requirement to disbursement of our loan. 
Incidentally, the inventory cost us about $10,000—a needless waste 
of money occasioned by the maladministration of our loan by SBA. 

5. At Christmastime I made a personal appeal to SBA in behalf 
of our people who had, by that time, been out of work for 3 weeks 
and had no money for Christmas. This, as you must realize by now, 
meant little or nothing to these SBA men who are supported by the 
taxes paid by these people. 

My last point: 

I sincerely believe that the Small Business Administration had no 
right, and has no right even today, to withhold disbursement of the 
$85,000 loan authorized to Brainard Industries on October 13. 
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1. We consistently met all their essential requirements, as the record 
will show. Mr. Robert Forsythe, counsel for the Senate Committee 
on Small Business, informed me on December 14 that the SBA Loan 
Committee in prea ee ae had a meeting (it was that day or the eve- 
— before) at which time it was decided that our authorization 
would be kept open until February 13. This is in direct conflict with 
Mr. Barnes’ subsequent action canceling it January 27, 24% weeks 
before it would have expired. 

2. In the fall of 1954, acting in behalf of Brainard Industries, I 
applied for an SBA loan following the advice of SBA officials to do 
so. This was to create working capital to cover several important 
defense subcontracts. As a result a loan was authorized. 

At every stage—and I should like ever member of this committee 
and every member of the House Select Committee on Small Business 
to understand this clearly—the loan we applied for from SBA was 
at every stage and is at the present time completely and absolutely 
secured. I should like to emphasize this again iealcaenies Let me 
repeat, so there will be no misunderstanding, the loan that Brainard 
Industries applied for from SBA was, from the very beginning to 
the present moment, completly protected with no risk whatsoever to 
SBA. 

This loan, authorized on October 13 in Washington, was completely 
guaranteed by a leading American corporation. This loan for some 
$85,000 held no risk to SBA. This American corporation, the West- 
ern Electric Co., guaranteed in writing the complete payment of the 
loan. 

I therefore find the present administration, particularly through 
the Small Business Administration, guilty of willful disregard for 
pressing problems confronting American small-business men today— 
problems which result in large part from our defense program. In 
my experience, this official neglect has all the appearance of being de- 
liberate. I conclude that this flagrant neglect of free private enter- 
prise in a crucial sector of our economy is neglect of America itself, 
of its free institutions and of its defenses upon which we all depend. 

In thus accusing the administration I realize that the President 
has ultimate responsibility. However, I do not believe that he is 
aware of situations within his administration such as apply to my 
particular case, and that if he were he would not tolerate them. 

The following narration of my own story will enumerate some of 
the problems facing small-business men today. I will indicate through 
my own personal experience not only the utter failure of the ad- 
ministration to cope with these problems, but also the destructive 
means by which the administration is aggravating them. 

This is more than a personal matter concerning one company alone. 
It is symptomatic of what is happening to small business all over 
the country. As such, it is of enormous import to the future of our 
entire economic structure. 

In December 1952, at the same time as President Eisenhower was 
preparing to move into the White House, I established Brainard In- 
dustries, Inc., with a capitalization composed of more American faith 
and energy than dollars. This is a 30,000-square-foot metalworking 
plant in Lindenhurst, Long Island, employing more than 100 men. 

The factory had been in operation for more than 10 years. How- 
ever since the end of World War II, prior to my operating it for the 
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old owners—this was for a period of 9 months before I took over the 
plant in my own name—I understand that it never had a monthly bill- 
ing in excess of $40,000. During the first year as Brainard Industries, 
Inc.—December of 1952 to December of 1953—we billed more than 
$750,000. Of this more than $300,000 was paid out for labor. 

During the first year we produced a number of important defense 
items, including— 

Balancer vane for General Electric’s coastal defense radar units. 

Radar and computer cases for A. C. Spark Plug’s production of the 
Skysweeper antiaircraft gun. 

Housing and other assemblies for Western Electric’s communica- 
tion equipment for Signal Corps. 

Aircraft fittings for Grumman aircraft. 

Sheet-metal components for Fairchild guided missiles division. 

Ring assemblies for Fairchild engine division. 

Tubes and housing for Army sights for Rudolph Wendell, Inc. 

Miscellaneous parts and assemblies important to defense effort for 
such companies as International Business Machines, Kollsman In- 
strument Corp., Aerial Products Co., Columbian Bronze Corp., Gen- 
eral Bronze Corp., Servomechanisms, Inc., Bulova Watch Co., Re- 
public Aviation Ect. Kaiser Aircraft. 

This represents a partial list of companies for which Brainard In- 
dustries produced key parts and assemblies. 

It is not difficult to comprehend why Brainard Industries, like thou- 
sands of other small plants, is an important link in the total defense 
effort of our country. With the threatening international situation, 
this committee does not have to be told how important small defense 
plants are in the total defense picture. 

The year 1953 was highly productive for Brainard Industries; 
needless to say, the defense effort profited thereby. While we were 
producing these important defense items, we were also developing 
some 12 civilian-consumer products, all of which are now ready for 
the market. 

Late in 1953 high-level policies of the Republican administration 
hit a hard blow not only at our company but at small businesses every- 
where connected with defense production. 

It was about then that the Defense Department instituted its 
“stretchout” program, which resulted in stifling small business and 
pushing it to the wall. This committee has already reported on the 
effects of the Defense Department’s “stretchout” in part 2 of its final 
report for the 83d Congress. I should like to read an excerpt from 
that report: 

Complaints from small firms: In its series of hearings throughout the United 
States in 1953 and early 1954, the committee was apprised by small-business 
spokesmen of the effects of reductions in subcontracting and the movement 
among major prime contractors to retain work formerly subcontracted. This 
tendency on the part of large firms was usually predicated upon economic cir- 
cumstances within their organizations brought about by the reduction in Govern- 
ment purchasing. 

Now, I would like to specify how the stretchout affected my particu- 
lar company, which will indicate how small plants generally were 
affected. This leads directly to the administration’s ineptitude in 
handling small-business problems, for it was the stretchout that ulti- 
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mately brought us into contact with the thoroughly ineffective Small 
Business Administration. 

There were two major circumstances that caused most of our finan- 
cial difficulties in addition to the general depressed reaction to the 
stretchout felt by my company as well as other segments of small 
business. 

First, in December 1953 Brainard Industries lost an aggregate bill- 
ing of some $40,000 per month when a large subcontractor withdrew 
the balancer vane and radar and computor case projects into its own 
plant. It was apparent that the subcontractor, General Bronze, was 
beginning to feel the ill effects of the stretchout and needed the proj- 
ects to keep its own plant and employees working. 

This has been a common pattern in American industry in the past 
months. Prime contractors and large subcontractors faced with idle 
time has drawn projects from small plants back into their own shops 
and have been reluctant to subcontract work to small plants because 
of their own needs. This had tended to concentrate defense production 
in the larger plants to the detriment of small business. 

The second crippling blow came to us the next month, January 1955, 
when a design change was made on a telephonic relay assembly for 
which we were producing the housing and other parts, aggregating 
more than $50,000 per month for Western Electric. Although this 
item was also affected by the stretchout program, the design change 
contributed to a production delay of some 10 months. 

The result, we were initially left with a frozen parts and materials 
inventory of more than $100,000 during this slow difficult time. Since 
the ultimate consumer of these Western Electric orders was the Signal 
Corps, it would seem that agencies of the Government, the Small 
Business Administration, in particular, should have taken an interest 
in safeguarding the plant that was the sole producer of them. As 
subsequent events proved, this was a rather naive expectation on our 
part. 

New contracts during this extremely competitive period—from the 
last quarter of 1953 on—were difficult to find and could be obtained 
only at terms that would have meant additional losses. Further, it 
was practically impossible for us to compete with larger plants for 
worthwhile defense contracts. 

Since the advent of the present administration, advanced payments 
on procurement contracts have been discontinued and only those com- 
panies able to finance production themselves or obtain financing could 
handle larger contracts. 

Small fe were thrown on the mercy of SBA and in our own 
case we found SBA little more than a lip-service device concocted 
by the Administration to hide its real intent—to let small business 
fend for itself. And when financing was available, the larger plants 
had the advantage of lower interest rates. 

With small plants in trouble from one end of the country to the 
other, with thousands of small plants already fallen by the wayside, 
the Administration continues to do nothing to safeguard small in- 
dustrial businesses which represent one of the few segments of in- 
dustry which are widely dispersed and thus a crucial factor in any 
atomic emergency. 
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It was the direct responsibility of the Government to see that our 
country’s industrial plant—which includes the small factories as well 
as large—is kept intact ready for any eventuality. 

The Government theoretically delegated responsibility to the Small 
Business Administration, whose duty it is to advise and help small 
plants. One of their duties is to allot loans in cases where private 
financing was difficult to obtain. 

But the history of the past 2 years will show that SBA has acted 
more like a personal finance company than a Government agency 
endowed with the responsibility of helping small business. 

The SBA has been derelict in its duty—the record of loans dis- 
bursed will bear this out, although SBA has been wise in publicizing 
authorizations rather than disbursements. 

In essence, this is what caused the depressed financial condition we 
found ourselves in in the early months of 1954. Like other small 
businesses in similar straits, we turned to the Small Business Admin- 
istration. 

My first meeting with Donald A. Hipkins, Deputy Administrator 
for SBA, took place in Washington during the spring of 1954, when 
I inquired about the possibility of SBA aid to help us overcome the 
effects of the Administration’s stretchout program. 

At another meeting with Mr. Hipkins I inquired about the loan 
programs. Mr. Hipkins sent me to J. Frederick Benedict, regional 
director for New York. 

With Mr. Benedict we discussed the possibility of obtaining an 
SBA mortgage loan as the most direct method of straightening out 
our financial picture. This would have entailed a loan for the pur- 
chase of our plant. 

Our local bank had agreed in writing to SBA that they would under- 
write 20 percent of the hypothetical loan, which totaled $180,000. 
After extensive effort in preparing and compiling various schedules, 
purchase options, et cetera, we were advised by the New York office 
of SBA that the chances of obtaining this type of loan were remote. 
This occurred early in the summer of 1954. 

However, Mr. David Duggan, at that time Financial Assistant 
Chief for SBA in New York, suggested that we apply for contract 
financing as soon as our contracts were firm again. He intimated 
that this was comparatively simple, since SBA was more prone to 
grant that type of loan, especially if the contracts were connected 
with the defense program. 

Furthermore, we felt that such a loan would meet our needs better, 
since it would be for working capital rather than the purchase of 
fixed assets. That is why we dropped our original concept of the 
mortgage loan and proceeded to think in terms of a working-capital 
loan based on defense contracts. 

In September we obtained firm commitments from Western Electric. 
Based on these purchase orders from Western, we proceeded to apply 
to SBA for a $100,000 loan. The date of application was September 
20, 1954. 

In the course of numerous meetings with SBA officials in New York 
and Washington, the amount of the loan was reduced to $85,000, the 
reduction made feasible by Western Electric’s agreement: to: furnish 
the castings for their housing job, thus eliminating our need for the 
total sum. 
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The loan for $85,000 was authorized in Washington on October 13, 
1954. 

During numerous meetings leading up to the date of authorization 
of the loan and in the weeks thereafter, I continually attempted to 
impress SBA officials with our urgent need for immediate cash. The 
very large Western Electric housing job was predicated upon our 
receiving the SBA loan. The increased billing on Western Electric 
orders would have allowed accelerated production on other subcon- 
tract work mitigating our financially distressed position and putting 
the plant on a profitable basis. 

At the time of authorization in mid-October we were led to be- 
lieve that disbursement of the loan would follow as soon as we com- 
plied with the immediate requests of SBA for certain documents, 
reports, et cetera. This we proceeded to do, and in every instance 
during the following 3 months when additional demand after addi- 
tional demand was made upon us by SBA, we readily and fully com- 
plied even though it entailed tremendous expenditure of dearly needed 
funds and skilled manpower. Simultaneous with the application 
and authorization of the loan we set out to fulfill certain requests 
which we thought would bring immediate disbursement of the loan. 
These were: 

1. Assignment of moneys due on Western Electric purchase orders. 

2. A personal guaranty on SBA Form 148 of Frank S. Brainard, 
Jr., and Robert P. Brainard. 

3. Obtaining a minimum of $123,000 worth of standby agreements 
on SBA Form 139 which in the end meant that we obtain and submit 
75 standby agreements from companies located all over the United 
States. 

4. Other conditions which the regional director and regional coun- 
sel may impose. 

I think I should say here that there were, I believe it is 16, 
requirements on the authorization, and these I have just pulled out 
and they are not the exact wording. But these were the essential 
things to fulfill. 

Even though we supplied all this material, the fourth item above, 
relating to the “other conditions which the regional director and 
regional counsel may impose” became the basis for what I consider 
to be a deliberate campaign to hamstring the disbursement of the loan 
on the part of SBA officials. 

During those 3 months we were endlessly harassed by these requests, 
a in every case, feel that we fulfilled all requirements imposed by 
SBA. 

I have here a chronological recording of some of the more important 
points concerning our relationship with the SBA which I will try 
to relate to you from memory in a rather condensed fashion. You 
must remember this covers my activities every day for 4 months. 

After working continuously over a long period to obtain the loan 
from SBA, it was finally granted on October 13. 

We knew that we would have to do certain things such as obtaining 
standby agreements from trade creditors, since we had built our case 
in part on a pledge todo so. Fortunately, we had called our creditors 
together to obtain their cooperation. 

However, we felt, with the loan authorized, the other requirements 
would consist mainly of fillmg out various forms covering such 
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things as assignment of moneys due from Western Electric, et cetera. 
We acted under the assumption that the money would be forthcoming 
since the examination of our company for the loan had already been 
made. 

The written authorization actually arrived in New York on Octo- 
ber 21st. 

On October 26, in Mr. Davidson’s office, we sat with Mr. Connolly 
and Mr. Williams. Mr. Connolly is the financial assistance man, 
and Mr. Williams is the closing man on this particular loan, and 
they told us that we should get certain documents. We were also told 
to get our September 30 statement because the August 31 statement, 
the last one they had, might be more than 60 days old if they did not 
disburse it in the next 2 or 3 days. 

They hoped to get it out by the first of the month, but they did 
not know whether they could. 

At the time we were asked for the following documents, and I shall 
read them. These are written in a memorandum by me to Mrs. 
McGraw in our office on October 27. 


Please arrange to get the following information immediately, in conjunction 
with Mr. Fred M. Fisher, where necessary. 

1. Statement of company as of September 30, 1954. 

2. Balance sheet should be broken down as to accounts payable, in other 
words, total amounts of accounts payable—30 days, 60 and 120 days, et cetera. 

3. All taxes should be broken down as to what they are. 

4. List any liens, such as tax liens, judgments, et cetera, that might be out- 
standing. 

5. List any notes payable and date of maturity along with the amount of the 
loan, including any security given against it. 

6. The inventory should be broken down into raw materials, work-in-process, 
and finished goods. You should state just how this inventory is priced, such 
as cost or market value, et cetera. 

7. Where we have accounts for deposit, advances and accruals, they should 
be broken down as to just what they are. 

8. Any contingencies that might be outstanding should be listed. 

9. A copy of the lease should be included in which is stated the conditions 
in regard to the renting and the option in regard to the purchase of fixed assets. 

10. The list we prepared for the creditors should be included showing the 
amounts owed to each company. 

11. The following should appear: I certify that this is a true statement and 
actually reflects the status of the company. 

12. Any other information which would be helpful should also be included 
so the committee will have all the information on hand in order that there will 
be no need for not going through with this immediately. 

13. You should go over the authorization and be sure that we have all the 
points covered on the authorization. Any that are not covered you should 
attempt to cover yourself, or if need be bring each one to my attention. 

14. Include a copy of all Western Electric purchase orders including the 
letter of intent. Note the housing order No. 5906 was covered by the letter of 
intent already in their possession. 


The biggest problem that we saw with regard to getting our author- 
ization disbursed was the obtaining of standby agreements, inasmuch 
as they were about 81 creditors throughout the United States to con- 
tact, and to contact them was an almost impossible task. 

So we discussed this problem with Caser Aluminum Co., with the 
man who eventually became chairman of our creditors committee, who 
was very helpful, and his boss, the credit manager of Caser from Chi- 
cago, was in town—and we went over the thing in detail, and so they 
sugges‘ed the best way would be for us to get the New York Credit- 
men’s Association to gather these people together and have a meet- 
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ing and discuss the plan and tell them what we wanted to do as the 
most feasible way of getting people to agree to the standby. eee 

So we went about doing this because we knew we had to do this in 
order to get a disbursement even before our authorization came 
through. 

Well, the New York Creditmen’s Association cooperated very well 
with us, and they sent out letters to the various creditors and called 
the meeting. I addressed that meeting, a what we were at- 
tempting to do. Fortunately, we received 75 standby agreements 
from the trade creditors totaling an aggregate of $125,547.62, which 
was more than the $123,000 required by the authorization. 

Now unfortunately we had to do this on an SBA form—a special 
form. I don’t remember the number just now. So that the document 
which Mr. Lewis, the counsel for the credit committee, had gone ahead 
and worked on was worthless and he very kindly took over and wrote 
a letter for the creditors’ committee and attached these standby 
agreements, but the New York office didn’t have enough of them. We 
had to send 4 out with each letter to each creditor because the 
creditor was to keep 1 and 1 to go in our file at the New York Credit- 
men’s Association, the other 2 to be given to SBA. 

It was October 29 before we were able to get these out, due to the 
delay in getting the forms from SBA and whatnot. We finally sent 
them out and, as I said, got back an aggregate of over $125,000. 

There was 1 large creditor for $1,008.60 who refused, who we 
were going to pay with our disbursement, and 5 or 6 others aggre- 
gating $1,194.03, that if we didn’t receive their standby agreements, we 
would also pay because we would have ample funds out of our original 
disbursement. 

Now in addition to paying these out of the original disbursement, we 
were going to pay all creditors under a hundred dollars and about 
half our back taxes, which would have put us into a current position 
so we could continue our business on a very sound basis. 

Now these standby agreements are drawn to the favor of SBA only. 
That is an important point. They protect the Government of the 
United States as long as a loan is outstanding. So that for anyone 
else to loan us money at that point wouldn’t mean anything. It had 
to be the SBA because the standby agreements only protected the SBA. 

Well, finally we had submitted by the end of October, a breakdown 
of the Western Electric, we had shown them the schedule of the tax 
liens and judgments, the allocation of the first disbursement; cash 
flow sheets and many other things. In fact, all of the other things 
that had been required that first day that Mr. Connolly and Mr. Wil- 
liams had given us the list. 

_ Well, November 1 Connolly wrote us a letter asking for additional 
information on the inventory and enclosed SBA Form 191 which is 
the form Request for Disbursement. We returned that form to him 
on November 5, I believe it was, filled out properly, with a lot of other 
papers in which we showed that we had gone ahead and manufactured 
a permanent mold on this large housing job which cost $5,000 which 
we paid out to help the job. 

_ It helped us and also helped the Signal Corps. Up to that time 
it was made out of a sand casting which was a wooden pattern. Well, 
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to hold the casting the size of a sewer pipe in sand and keep close 
tolerances is extremely difficult. 

Although we had delivered about a thousand of these units to the 
Government, to Western Electric, out of sand, it was now, we felt, 
important to get it in a better casting, and so we had this permanent 
mold made up at Alcoa in Bridgeport. 

It cost us $5,000 which we paid to Alcoa, plus probably another 
$4,000 which we had to pay out ourselves in design, expediting, and 

oing back and forth to Bridgeport. It takes many months to make 
is. All of this we had to put into this job to help the overall pro- 
gram. We wrote them about that. 

We also wrote a letter which we were asked for ; we got these figures 
from Western Electric they had paid us the first year $213,740 and 
- the second year to date—the year was not over—they had paid us 
$373,276. So you can see we had a good business and did a good job 
for Western Electric; we didn’t have rejects, and they were satisfied 
with our work and our volume was constantly increasing with them. 

Now, on November 10 we brought in an aggregate of about $88,000 
worth of standby agreements to SBA office in New York. Our lawyer 
was there, and ie the lawyer for the creditors committee, and we were 
going to try to get disbursement that day, get all the forms written out, 
because we hoped that we could cover the balance of the standbys up 
to $123,000 by getting telegrams in from them. After all, it was 
important to get this thing aborved in a hurry, the defense program 
was being held up, our whole cash flow was in difficulty because of its 
not getting started. This was known from the first day. He knew 
it was important for us to get it in a hurry. 

So we went there that day, but they were not satisfied with the 
standby agreements and the fact that we didn’t have the others. We 
hung around there but we didn’t get anywhere, so we finally left. 

On November 15 Mr. Monroe and Mr. Storrs, who are from the 
Production Section of SBA in New York, came to our factory. Mr. 
Storrs had been there once before. They, in a quick check, found 
$42,420 worth of Western Electric inventory. 

Mind you, this was without adding an overliead factor which Mr. 
Storrs preferred Mr. Benedict to do. With an overhead factor on 
this inventory, it would come up to well over $73,000 or $80,000, some- 
where in that area, and that was without them having checked all of 
the inventory. 

It is a big job to go into all of the details. But they found that 
much without having put an overhead factor onto it. 

During this period we had been many times to the SBA trying to 
get disbursements, trying to get documents. They would send us back 
and we would work all night, not get any sleep, and go back in the next 
morning and work. This was going on day after day. 

November 17 I was getting fed up with this and I came to Washing- 
ton and talked to Mr. Jones, assistant to Mr. Barnes, about this thing, 
and he was considerate and he evidently had talked that day with 
SBA in New York. They told him I was coming down here, I think, 
and he told me to go back to New York and try to work it out with 
them. 

I found out by telephone that Mr. Benedict, Mr. Davis, Mr. Con- 
nolly, Mr. Williams, and my brother were all waiting for me at the 
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SBA office in New York to try to finish this thing up. My brother 
was standing by. It was about 7 o’clock at night. 

When I arrived there Mr. Benedict had prepared a letter that day 
which he never signed and never gave to us because it was much too 
complicated with details and he realized it required a complete au- 
dited inventory ; but they required certain points which I wrote down 
on my copy of this letter so I would have it in notes, and these are the 
eight points which we were required to have at that time: 

1. Tax authorities agreement on third quarter as well as second 
quarter payout. This was obtained the next day after much difficulty 
in Brooklyn, and by going the following day to General Counsel in 
New York. 

Now the tax authorities cooperated with us 100 percent. We had 
asked for the second quarter on a 6-month payout starting in Jan- 
uary, which they had given us in the form of a letter. 

Now SBA wanted the third quarter, which they didn’t think I could 
get, but I went over and_asked for it. Well, they finally said they 
would give it to me and IWent to the Chief of Tax Authorities in New 
York and he drafted a letter. They cooperated more than anyone 
could ask. 

We also went to the State tax authorities which we didn’t have to 
go to, but we got them to go along on a payout also. 

Then they required the October 31 statement of Mr. Fisher, our 
CPA. He prepared that statement and that was brought in to them. 

The fourth point; details on fixed assets, other schedules attached 
to October 31 statement which Fisher gave, and gave a lot of other 
details that they required at that time along with the statement. 

They wanted a list of the Western Electric audits up to date on 
undelivered balance which was checked out with Western Electric and 
that was all right. 

They wanted a statement of the profits and the various jobs of 
Western Electric. We detailed those things out, and I want you to 
know that it takes many, many hours on all of these schedules to de- 
velop them properly, and they were treated just like nothing at all 
when we got them to SBA. They glanced at them and nothing was 
done. This is especially after, I should say, December 1. 

In the first instance, I must say Mr. Benedict did work along with 
us on these schedules, and Mr. Storrs and my brother especially worked 
out the schedules, and they initialed them. I have quite a lot of 
copies of that. 

They also required standby agreements of $123,000 worth which 
were at that time available at the lawyer’s office. 

On November 18, we submitted a list of checks to be drawn in the 
first disbursement of this loan to Mr. Benedict. I believe it was 
November 18. That list was telephoned into Washington, and we 
are told checks were drawn in accordance with that list. 

The following day we brought in several other documents to SBA 
that they required, and late that afternoon—I would say around 4 
o’clock—we had a telephone call from the president of the union, 
that is the union at the factory—his name is James Looks. He talked 
first with Mr. Benedict. I was sitting with my brother and Mr. 
Benedict in Mr. Benedict’s office. The three of us were sitting there. 

I had a talk with Mr. Benedict and Mr. Benedict said: “Yes, the 
checks have been ordered: from Washington; they are not here yet but 
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we expect to have them Monday or Tuesday and you will be all set, the 
checks will be given out and the loan will be disbursed.” 

So that made the union very happy and I was put on the telephone— 
I hadn’t talked up to that point—and I talked to Mr. Looks. He 
said, “Gee, the people here are losing their houses, they don’t have 
money for food—they have 3 weeks back pay which they had had 
prior to this loan that everybody knew about, and they had been 
waiting all of this time for this back pay.” 

He said, “Gee, can’t we have the checks this afternoon ?” 

I said, “I don’t know,” and I turned to Mr. Benedict and he said, 
“Oh sure, we will have the checks Monday or Tuesday, you can give 
them out.” 

Then I told Jimmy Looks, “O. K., you can give them out.” He 
promised he wouldn’t go to the bank that day. It was Friday after- 
noon, and they would cash them at grocery stores and everything like 
that, and they would be perfectly all right with these Government 
checks to be given to us on Monday or Tuesday, checks already 
ordered for disbursement from Washington. 

Well, of course, on Monday or Tuesday we didn’t get disbursement, 
and they wanted some other things. They were dissatisfied with our 
inventory. 

Now I must explain the inventory situation. When we took over 
this factory we took over the inventory figures as we got them, and 
as we went along we tried to adapt them properly. We had never 
had a chance to gain a complete inventory because it cost too much 
money. It takes days to do this, and we were always strapped for 
money—we started without any money and were pulling ourselves 
up by our bootstraps, and we did not want to nor were we going to 
shut down production for 3 or 4 days to get an inventory, because 
we couldn’t continue in business. 

It was also explained to SBA that we furnish that—how we got it 
and we furnished it to Mr. Fisher and he always included in his 
statements as we furnished it to him. 

Well, by this time, Mr. Benedict wouldn’t accept this. He said 
that he was dissatisfied and he wanted a statement from Mr. Fisher 
saying that he knew about this inventory. The fact of the matter 
is, it might be a good idea to read the statement with regard to this 
inventory. 

I asked Mr. Benedict to dictate it, because he said with this state- 
ment we would get disbursement. So I said, “You dictate it and 
I will call the auditor and give it to him and if he agrees it is O. K., 
wonderful.” 

He said he was familiar with the method used in the inventory 
taken and the inventory controls. Although he has not supervised 
the methods used he is satisfied from the methods and controls used 
it represents an appraisal of the company’s position. Also, this is 
true with the portion of Western Electric contract. 

This is the way Mr. Benedict said it to me. He wrote it: 


I am familiar with the method taken and method used and the controls. 

Now he says that although he has not supervised the method, that 
it represents a reasonable appraisal of the company’s position. Also, 
this is true with a portion of the inventory forwarded to electric 
company contract, is what he said to me. 
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So I called Fisher’s office. His secretary answered the telephone 
and said Mr. Fisher wasn’t there. 

I said, “Well I wanted to get a statement from Mr. Fisher,” and 
I read her this statment. I said, “You take it down on the telephone 
in shorthand, because I need this and need it badly. Without this we 
can’t get disbursement.” 

So she took it down. She said, “T can sign Mr. Fisher’s name and 
I will do it and bring it up to you. , 

I said, “That is wonderful.’ 

So she evidently did not check with Mr. Fisher. He was out in 
service, as auditors do, they go out in somebody’s plant. I thought 
sure the secretary would not sign anything without talking to her boss. 
Anyway she brought it up and left it with my brother and I had left 
the building for coffee, so she left it with my brother and he turned 
it over to Mr. Benedict. I never saw the copies but I presume they are 
as I read it here. I have never seen it. 

Well, nothing happened that night. We had several meetings. 
We hung around there and we didn’t get disbursement. 

A day or two later, I don’t know when it was, they evidently heard 
from this girl that she was withdrawing this statement because Mr. 
Fisher didn’t like it. 

Now it is a perfectly simple statement. I don’t know why he didn’t 
like it. But anyway he didn’t like it, so we said all right. So at that 
point Mr. Benedict said quickly, “Well, we can’t disburse this loan 
unless you get an audited inventory.” 

He had been ducking and we had been ducking all through this 
period because we knew the time involved, the cost involved, and we 
just weren’t up to it. 

He said, “You can’t have the loan without an audited inventory.” 

So Mr. Fisher didn’t want to take the inventory, so we asked our 
lawyer out on Long Island to get us an auditor. We had to get this 
disbursement and we needed it in a hurry. 

He got hold of a local auditor. By the way, at this time Mr. 
Benedict said if we had these three things, this is in my brother’s 
writing ; that he wanted this audited inventory and showing the West- 
ern Electric portion as part of it, then he wanted a letter giving the 
title of this inventory to SBA, and that we would promise to keep 
him processed records. 

Well that is what we needed to get disbursement, so Mr. Pinter got 
a lawyer named Shapiro, who is a leading fellow in that area. 

He came with another man and worked 3 days and nights. This 
included Thanksgiving Day, and practically all of our workers got 
triple time or two-and-a-half time or whatever it is on Thanksgiving, 
then at night, on top of that. We had to move all of this out in the 
middle of the floor, stack it, and it was a tremendous job and probably 
cost us $10,000 to do. 

Well, we worked those 3 days and 3 nights. Mind you, people being 
3 weeks behind in their pay having to give up Thanksgiving with their 
family to accomplish this. 

We finally did get this audited inventory but the auditor would not 
give us a statement as to the Western Electric portion that would be 
used in the future for Western Electric jobs, and I couldn’t really 
blame him for it, although I wanted to get it, because no auditor can 
honestly say what a stack of aluminum sheet will be used for in the 
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future. We could use it on a lot of different jobs. But we had bought 
it for that particular job and we showed it on our purchase invoices 
and all which we had submitted previously to SBA showing what 
we had bought for this job, on the job cards which accompanied this 
showed these individual piles and they were for Western Electric. 

Finally I checked with 2 or 3 other auditors. They said, “No, he 
cannot give you that.” So having talked to Mr. Benedict on this point 
2 or 3 times, he kept insisting on it, and I said, “Well, will you accept 
it on the basis that this is what we designate as the management that 
the inventory is for?” 

He said, “Yes.” So the auditor was willing to sign that statement, 
and he gave us a statement stating that so much was of the inventory 
of Western Electric, which was well in excess of the amount of the 
original disbursement. 

This was over $78,000 and the original disbursement was only to be 
$72,500, and each day we would put more value into it by working on it. 

Now we had in stock all of the necessary material, purchase parts, 
raw material, to do all of these jobs, which was $160,000 or more of 
Western Electric work, plus the fact they were going to furnish the 
castings on top of that. We had all of this except for $3,000 or $4,000 
of material which had been covered in our cash orders for future 
purchases. 

Now in delivering these contracts, all of which we had delivered 
successfully on before, we would gain from Western Electric more 
than $160,000 that was going to be paid directly to the SBA, so they 
couldn’t miss. 

We had enough inventory at all times to cover the value of the loan. 

Anyway, Mr. Benedict wouldn’t accept that. For some reason or 
other he wouldn’t accept it.. He didn’t turn it down to me, I don’t 
think, at that time. The Union people were there, the International 
Machinists, and Mr. Looks, the president of our local, and Henry 
Heller, our chief steward. 

Benedict at that time said he wasn’t going to disburse the loan to 
them, and I don’t know what they said at that time but I was told 
later that he was accused—maybe that is the wrong word—he was 
told by those people that they had certain information on him that 
wasn’t good and they were going to go to the Attorney General or 
the United States lawyers, or something with it and evidently David- 
son—Harry Davidson, the lawyer, was there at that time—and he said, 
“You don’t have go”—now this is Mr. Looks telling him—*You don’t 
have to go to the United States Attorney’s Office, I am out of there; 
just tell me the information.” 

So Looks wasn’t going to give him that information so he refused. 

I am relating now what I was told. Looks said Benedict left his 
office in a terrific sweat, was gone for 20 minutes or so out of the 
building, or at least out of SBA’s office, and returned later on, and at 
that time he told me—I don’t think he had actually refused the dis- 
bursal to me at that time or not. But anyway he told me, “Frank, I 
am sorry, I can’t work on this any more. I have removed myself from 
this loan, and Mr. Horner, Alexander Horner, is the acting regional 
director for this loan.” 

So he said, “From now on you will have to deal with Mr. Horner. 
T have nothing further to do with it.” 
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Now I don’t know if you people have ever heard of any such thing 
as that before, but I have never heard of a Government official, the 
head of an office, removing himself from one particular segment of it 
= Ar ara to be the boss of that office where the same fellow works 

or him. 

Well, I don’t mean to say any more about that than that. 

Then Mr. Horner, we couldn’t get anywhere with him, so finally we 
said to Mr. Horner and Mr. Connolly, in the conference room of SBA, 
“Well, what is the story?” 

They said, “We are very sorry, but we can’t disburse this loan.” 

I said, “Why? We have done everything you have asked.” 

They said, “Well, we can’t disburse the loan.” 

I said, “Why ?” 

They said, “You will be written that.” 

I said, “I want to know now. I have a right to know now.” 

They said, “We will write it to you,” and they would not tell me. 

Then I went back into Benedict’s office and I said, “These fellows 
won’t give me the answer why. What do you mean?” 

He said, “By the way, would Western Electric guarantee to buy 
this inventory ¢ If so, that would do it.” So he said, “Go and tell 
Horner that.” 

I said O. K. So my brother was with me and we went into the con- 
ference room again, two doors from Benedict’s office, and there with 
Mr. Horner and Mr. Connolly, we said : “Now, if we could get West- 
ern Saad to guarantee to buy their portion, would you disburse the 
loan?” 

Mr. Connolly said, “We can’t talk any more about it; it is all 
over. 

Then he said, “Have you talked with Fred about this?” He meant 
Fred Benedict. 

I said, “The fact of the matter is, he is the one who just suggested 
this.’ 

So Mr. Horner said, “Come on, Ray”—meaning Connolly—and 
they were going to Benedict’s office. 

As they went out the door I said to them, “By the way, while you 
are in there, get the letter you want Western Electric to sign and 
guarantee and I will see if I can get them to sign it.” 

So nothing was said. They just went into Benedict’s office and 
stayed in their for about an hour, during which period they called 
in Davidson, the regional counsel, and a secretary, and they mulled 
this thing over with Benedict in that office. 

Finally, during that period I called Mr. Herrick, who was head of 
purchasing at Kearney plant, and I said, “Mr. Herrick, would you 
people buy your inventory on these jobs if anything happened to 
this loan that we couldn’t continue?” 

He said, “I see no reason why we shouldn’t. We would have to 
have it anyway, and we can’t fall down on production. Sure, we will 
do that.” 

So for about an hour or whatever time it took them, they came back 
and Mr. Horner said, “Get me Western Electric on the phone.” So 
I got them, and Mr. Herrick had left, I believe at that time, and 
he talked with somebody else, and there is no apparent wording that 
they had now decided upon at SBA, but he said they would have to 
submit it to their lawyers—which was understandable, and all. 
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So at that point Mr. Davidson said, “Well, switch the call in to 
me, I want to talk with them.” Well, unfortunately for Mr. Davidson, 
the switchboard operator had left for the day, and he couldn’t get the 
call. 

I said, “Take it in here, in the conference room.” 

And he said, “No, I want it in my office.” By that time my brother 
and I raised our eyebrows and got a bit suspicious and we said, “We 
can’t switch it,” so he sent his own secretary out to the switchboard to 
try to get the call into his office, which was right next to the conference 
room, and she lost the call on the board. 

So he said, “What is the number ?” 

I said, “I will get the call for you.” 

He said, “No, I want the number,” and I wouldn’t give him the 
number, so his secretary finally got hold of the number and called the 
Western Electric Co. back. 

So we got this fellow on the phone—and I found this out the next 
day, that just as I empainr's he gave all of these reasons to throw some 
more sand in the gearbox, and to try to stop this loan in every way they 
possibly could. 

So he asked them for guaranties to leave the contract into its end. 
How can anyone guarantee to leave a Government contract in effect 
in a factory! No one can ever get that guaranty from the Govern- 
ment or anybody else. So that was another thing just trying to stop 
disbursement, and that is why he didn’t want us to hear the conversa- 
tion while he was talking with them. 

So finally the next thing, we hung around there until about 7:00 
o'clock, my bother and I. We could see we weren’t wanted but we were 
anxious. So finally, with a lot of dirty looks we left and the rest of 
these people just hung around. 

Well, all during this period the Production Department of SBA 
were for us and they were the only people ever in our plant, and they 
were for us a hundred percent, and they were kept out of these meet- 
ings and had their faces pushed in every time they got in the meetings. 

So the people who were left there that night were this group who 
didn’t want to see this thing happen, Mr. Benedict, Mr. Davidson, 
Mr. Horner, and that group. 

Before we left Fred Benedict said, “Call me at home tonight at the 
New York A. C.” 

Mind you, Benedict is no longer in this picture; he is out of it. But 
I called him at the New York A. C., and he said, “Be at the office 
tomorrew morning at 8:30 and see Mr. Horner.” 

So I said, “Gee, maybe they have the guaranty for me, hurrah,” so 
I arrived the next morning at 8:30 and went into his office and came 
out with SBA guaranty from No. 148, already typed in for Western 
Electric to sign. 

Well, any idiot in the world knows that Western Electric could not 
and would not sign such a form, because that is an unconditional 
guaranty for any time they can ask payment under that form and 
their standby agreements would be worthless. 

If Western Electric started to do that for every subject for every 
subcontractor, they would have to do it for thousands. It was im- 
possible, and they knew it. 

I said, “You know they can’t sign this.” And he said, “I know it, 
but we require it.” 
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Well, now we've got one that we can’t fulfill, after all of this time, 
this is now the first. or second day of December, something like that, the 
second day of December. We have got one that we can’t do. 

So I went down there anyway to Western Electric, and I said, “Look, 
here is what they want.” Now I went to 120 Broadway because Mr. 
Herrick—Mr. Davidson had belittled him the night before, saying, 
“He is only a purchasing fellow.” His purchasing authority is only 
up to $150,000 or $200,000; and I have forgotten what he said. 

Mr. Herrick is a very big man in the Western Electric Co. In fact, 
that very weekend, when I went down to 120 Broadway, he had now 
been made comptroller of purchases for the Western Electric Co., 
and that is a very big job. 

I said, “Look what they now want, Mr. Herrick.” 

He said, “Frank, you know we can’t sign this.” 

I said, “I know it. I am just being made a fool of.” 

He said, “What is the matter with those people? We have given 
them a guarantee of every kind; they must just not want to give you 
the loan.” 

T said, “Will you please call up and explain why you can’t do this 
to Mr. Benedict and Mr. Horner?” 

So he did, and he was getting the runaround like everybody else got. 
They told Mr. Herrick, “I am sorry, it has to be on that form.” 

He said, “Look, we have put everything in there. These people have 
bid for these contracts. They are good producers. We have offered 
you our guarantee to buy the inventory. What more do you want?” 

He said, “Now you are asking us to do your job, as well as ours.” 

In fact, we have bent over backwards to put this thing together, and 
the Signal Corps has been calling you from Philadelphia headquarters, 
calling SBA in New York. They were ignoring the whole thing. 
But this was important ; this was defense. 

So Mr. Herrick got nowhere. So he hung up and said, “Frank, they 
just don’t want to give you that money; don’t you understand ?” 

So I said, “I realize that; but they have to. They have given us an 
authorization; we have done everything we have been asked to do; 
the people are involved in this; the Government is involved; it is a 
defense contract.” 

I said, “Will you give me the guarantee anyway and see what I can 
do withit? Iam going to go to Washington.” 

So he calls over to Kearney plant, the new man who had taken his 
place, Mr. Detriech, in charge wl pendiditinie at Kearney, and he agreed 
to see me, and they went back and forth on the telephone. They trans- 
ported me; they gave me the written guarantee which they rushed out, 
even without going to their lawyers, and in fact it is a fabulous guaran- 
tee, because in this guarantee they agreed to buy our—well, I will read 
it to you. It is very short: 

Dear Mr. BRarnarp: This confirms our understanding that if you obtain financ- 
ing from SBA so that you can continue operations, we would agree, in case you 
later have to discontinue operations, to buy from you the inventory of raw mate- 
rial, working processes, finished parts, and purchase components which have been 
provided for the production of items covered by our current open orders at your 
incurred cost. 

Mind you, “incurred cost.” We could have put a thousand percent 
overhead on it and they would have had to still buy it at our cost. It 
was a terrific guarantee. 
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So I took it to Washington and talked to Mr. Jones. He said to send 
it to Horner. I sent it to Horner by registered mail that night. Of 
course I didn’t go to New York with it as he told me to, because I 
knew they wouldn’t do anything, and my job was to see what I could 
get done in Washington. 

So I was now up against a stone wall. I called Mr. Horner the 
next morning, and he said, “Sorry, it has to be on the form of SBA.” 

I said, “Okay, but it can’t be,” so he said, “Well, that’s all. I am 
sorry.” 

Mind you, a hundred people being put out of work, a defense con- 
tract going by the board, and he can’t do anything. 

So, I then got to see Mr. Forsythe, the counsel for Small Business. 
He said they should know about this, they should give us some help. 
So I sat there late in the afternoon, 5 o’clock, I guess, and they called 
New York. 

Mr. Stults, the Staff Director, was there and he called Mr. Benedict 
in New York as I sat there, and I think he got the same sort of story. 
He said that, from Mr. Benedict. Benedict tried to shove him off to 
Mr. Horner, but Mr. Stults wouldn’t shove at that point so Mr. 
Benedict had to talk with him. 

So during that conversation Mr. Forsythe called over to Mr. Engles 
at SBA and said, “I would like to see you on this Brainard situation 
tomorrow. When can I see you?” So he made a date for 2 or 2:30 
the next afternoon. 

Mr. Forsythe asked if he could bring me, and Mr. Engles said “No.” 
That is what Mr. Forsythe told me. He said, “Well, we ought to give 
him a chance anyway. You have had your story, so now I will hear 
their story alone.” 

I said, “It is O. K. with me.” 

The next afternoon, after he has talked, he comes back, and what 
does he say? He said, “The whole matter has to do with inventory.” 

So I said, “Let’s give Mr. Engles the details on the inventory c 
tween the Shapiro inventory”—which was a completed audit, mind 
you—“and Mr. Fisher’s inventory,” which at best was always an esti- 
mate on our part. 

Well, after that, the scream on inventory died. We never heard 
about it again. After that we heard adverse change, and later on 
we heard standby agreements. 

Well, at that point, I don’t think it is too important to keep rehash- 
ing this, but I was back and forth between New York and Washington, 
until finally—oh no, right after that, I beg your pardon, right after 
that Mr. Engles said, “If that is the case, i want to get a full report 
from New York,” so he got a full report, Mr. Forsythe tells me, which 
was due on Thursday or Friday of that week. But I heard late 
on Thursday or Friday that it would be in Mr. Engles’ office Friday 
evening and Mr. Engles would come in specifically on Saturday to go 
over this report. 

So they sent a man up, another man named Horner, not to be con- 
fused with the Horner in New York—who is in the Compliance and 
Securites end of SBA in Washington, and he brought the report 
back to SBA in Washington and arrived there at 7 or 8 o’clock at 
night, he told me, and everyone had gone home, and I presume Mr. 
Engles came in the next day to study this report, and they were to have 
a meeting on Monday, Mr. Forsythe told me. 
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Well, on Monday I was waiting, and finally at 5:15 I would say, 
or 5:10, or thereabouts, I received a call from Mr. Forsythe, who 
was at SBA, saying that they had had their loan meeting and they 
were canceling our authorization. 

I said, “Look here, now, you promised me, Mr. Forsythe, that I 
could appear before these people before they came to a final conclusion, 
and that you would be there with me.” 

He said, “Yes, I did, and I think Mr. Engles will give you that 
ee You call Mr. Engles and I will wait here; I am in Mr. Mc- 

arthy’s office. You call me back.” 

So 1 called Mr. Engles and he said, “Yes, I can’t see you right away, 
but I will see you at 5:50 or 4:50”—I am sorry; the hours are not 
er BaF 

called Mr. Forsythe back and he didn’t want to wait, and he said, 
“Look, I want you to be there to hear this”—or rather I told him that, 
and he said, “All right, ll be there, but I am not going to judge it.” 

I said, “I don’t want you to judge it; I just want you to witness it.” 

So at a quarter of 5 I arrived there and we met for about an hour, 
and the whole retinue of SBA people, lawyers, financial experts, a 
financial man, Mr. Collum, a lawyer, and Mr. Engles, of course, and 
Mr. Forsythe, and Mr. Rollins I think was there; they all sat around 
there and listened, and at that meeting he read a report from New 
York where they had the audicity to say there was only $88,000 of 
standby agreements. They knew we had over $123,000 worth. In 
fact, we took them in the office on one day and put them in 5 piles on 
their conference table to conform with 5 sheets of creditors of ours, so 
as to go over each one individually, to see if they were all right, but 


they refused to do it. 

go that day we had to take them home with us and they wouldn’t 
even look at those standby agreements because they knew they were 
kicking us around. 

Mr. ngles said, “You only have $88,000.” 


I said, “You are wrong. That is a lie by SBA, if they have written 
that,” so I pulled them out and put before me $123,000 worth. 

So Mr. Engles said—but first I said, “Look at them.” 

He said, “No, I am not interested in the details; take them to Mr. 
Horner in New York.” 

So they brought up several other points and I batted them up as 
they came up, to the point where I said, “Is there any other un- 
answered question here by any of you?” and there was none. 

So I waited until the next day, and finally the next day Mr. 
Forsythe said they had had their meeting; they had agreed at this 
meeting “to keep your authorization open until its expiration date, 
February 13.” 

So I said, “Wonderful.” , 

So I go to New York, and he said to take my standbys to Mr. 
Horner in New York, as I was told to do. 

I arrived there the next day, just before noon, and I gave them to 
Mr. Horner, sitting at Mr. Benedict’s desk, along with that tall 
financial assistant—I forget his name, and I said, “Here are the 
standby agreements.” 

Then I said, “Is there anything else you want from us so we can 
get disbursement ?” 
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He said, “Nothing; only something to show that you can continue 
your operation.” 

Of course, any financial person knows that is done by cash flow- 
sheets. So we went back and worked all night, didn’t go to bed again 
all night, bringing those cash flow papers up to date, which we had 
done several times before. 

When we did that we brought that back the next morning to Mr, 
Horner, who was in a meeting and wouldn’t see me. 

I said, “This is important; we have got to get this thing disbursed ; 
we need it.” 

He said to call him back in the afternoon. 

I said, “Make a date with me now. I will come any time you say.” 

He sent word back, “Don’t come. Call me.” 

I again called for Forsythe in Washington, and I said, “These 
fellows are again giving me the runaround. What will I do?” 

He said, “Don’t you call him any more. Have your lawyer call 
them.” 

So I call my lawyer, Pinter, in Long Island and told him they had 
sent word back from Washington to New York that they were going 
to cancel the authorization and to get it disbursed. 

Well, there was a misunderstanding between my lawyer and myself 
at that time as to the meaning of it. In other words, they weren’t 
going to cancel it, they were giving us a chance to finish the disburse- 
ment. He took it that Washington had ordered New York to tell 
them to disburse it, and when he called up Mr. Horner—when my 
lawyer, Pinter, called Mr. Horner, evidently he said something to the 
effect that, “You are going to disburse this loan now,” or something, 
and Mr. Horner said, “We don’t take orders from Washington, we 
run our own show,” or words to that effect. 

I explained later that all they had done in Washington was to agree 
to keep the authorization open and it was up to New York to dis- 
burse it. 

Well at that point we got another letter from Mr. Horner in which 
he said, “We are not going to disburse for the same reason”—adverse 
change. 

Well at that point I went back to Washington, and Mr. Connolly 
about that time had told me, “We can’t disburse this loan with this 
adverse change because this authorization says there shall be no 
adverse change.” 

He said, “Washington must change this order for us to disburse it.” 
Soin Washington, Washington says, “Look, we don’t disburse loans in 
Washington. If we get an authorization it is up to them to disburse 
the loan.” 

He said, “Go back to New York and get your loan disbursed,” so I 
seesaw back and forth day after day. 

Well it was coming close to Christmas, and I was getting nowhere, 
and Leonard Hall, the Republican National Chairman, lives in a dis- 
trict and was a Congressman in a district where a number of our 
people live. In fact, the mother of three employees of ours worked 
with Leonard Hall when they were very young and they were all close 
friends. 

So I went to see Mr. Hall. I had to try to get a friend somewhere 
to try to explain this to, and I told him all of this, and he said he 
would look into it. He didn’t tell me what he would do or wouldn’t 
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do. But at any rate Christmas was coming along at that point and a 
couple of days before Christmas I went to SBA in New York and 
talked with Mr. Horner and Mr. Connolly, I guess, and explained it. 

I said, “ +o people have been out of work 3 weeks now; 
they have got Christmas coming, and they have got problems. Let’s 
try to work this thing out.” 

He said, “No, we can’t, so sorry, so sorry,” and that is all it was. 

Mr. Mutter. Mr. Brainard, I want to suggest that we suspend at 
this point. I think we would all welcome a little recess. It is now 
12 o’clock, and the House is now im session. 

We will reconvene at 2 o’clock. 

(Whereupon, at 12 o’clock a recess was taken until 2 p. m. of the 
same day.) 


AFTERNOON SESSION 


Mr. Mutter. The committee will now come to order. 

Mr. Brainard, you were, I think, getting near the end of your direct 
statement. 

If you will proceed. 

Mr. Bratnarp. If I recall, it was about Christmas-time that we 
made a personal appeal for labor in the complaint, and just prior to 
Christmas I had gone to visit Leonard Hall on Oyster Bay in Long 
Island, and he said he would look into the matter. 

After Christmas I contacted Mr. Hall again and he said that he 
would talk with Washington and that I would be hearing something 
in a few days. 

I kept in contact with Mr. Forsythe, the counsel for the Senate 
committee, and he said that Mr. Barnes had requested all these papers, 
that he was going to decide this one himself. 

I waited a few days. Mr. Barnes had not decided the matter and 
it was the 30th of December. I learned that that was the day that 
Mr. Barnes was going to make a decision, but he was sick in the morn- 
ing and Mr. Forsythe said he would probably handle it in the after- 
noon. 

New Year’s Eve I again contacted Mr. Forsythe at his home and he 
said he had heard nothing. 

On New Year’s Day I drove from Hartford out to Long Island and 
talked with some of the people and with Mrs. Heller, the mother of 
three of our employees, and they were all of course very disturbed. 

I telephoned the next day to Jim Dowsey, the brother-in-law of 
Leonard Hall, who had been talked to by Mrs. Heller because they all 
lived there together, and I told him that the labor now was really 
restless, and they were going to publicize this. 

* The newspapers had been talking with them, but I pleaded with the 
people not to do anything because what we were interested in was 
continuing our plant and that the publicity perhaps would not do us 
any particular good, so they didn’t. They did not report it to anyone, 
they just continued to wait. 

Mr. Dowsey said, “You probably ought to hear something in a day 
or two.” 

On January 3 I called Mr. Horner again. That is Alexander 
Horner, in New York. And, as usual, he had nothing to say. 

Four o'clock that afternoon I again talked with Mr. Hall at his 
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Oyster Bay office. He said he was going to Washington the next day 
and would contact Mr. Barnes. 

A few minutes after I talked with Mr. Hall I gota telephone call— 
I was in Bridgeport or Fairfield with my sister—from SBA m New 
York, from this Mr. Horner of the Security and Compliance Section. 
He said that he wanted to talk to me, and I thought that that was a 
good sign, that perhaps we were going to get disbursement. So I 
hurried to New York and I saw him for 3 hours from 6 to 9 o’clock 
that evening. We had dinner together and I told him all I knew 
about the Benedict-Lane situation. That is what he was interested in. 
I had never felt one way or another about it and I though that all I 
could do was give Mr. Horner the details. I told him that Mr. Lane 
worked for Mr. Benedict in the Benedict Manufacturing Co. and he 
could be reached on Long Island, and he said, “I already have a date 
with him tomorrow morning.” 

I gave him the name of our union people and my brother and Mr. 
Hoskinson, who is the inventor of this free-heater unit that we were 
starting to manufacture that Benedict Manufacturing was trying 
to take from us. And at that point it was up to Mr. Horner to go 
forward. 

I talked with these various people during the evening when Mr. 
Horner was there and he went through with his investigation. The 
next morning he got to Long Island. Mr. Lane at Benedict Manu- 
facturing Co. was not there to keep this appointment. Mr. Horner 
was told—and I was told this by Mr. Horner—that Mr. Lane had to 
take somebody to the hospital. However, my brother was there and 
saw Lane’s automobile outside his office with the initials on the plate 
“New York V. L.” which is his car. And inside, this secretary who 
had been working for us had been talking secretly with Mr. Lane. 
She was back working for Mr. Lane. 

Mr. Horner went out to talk with the various people in the union 
and the girls at our plant who confirmed all these conversations that 
the secretary was having with Mr. Lane, and Mr. Horner made other 
dates to see Mr. Lane but Mr. Lane never kept any of them for the 
next 2 days. 

Finally, on January 6, I believe it was—— 

Mr. Mutter. Congressman Wainwright, did you want to testify 
here today ? 

Mr. Warnwricut. No, I just wanted to sit in as an observer. 

Mr. Mutter. We are happy to have you with us. You may con- 
tinue, Mr. Brainard. 

Mr. BrarNarp. On January 6 my brother had gone to the SBA office 
in New York to pick up the standby agreements and he spotted this 
Mr. Horner in a doorway across from the SBA office in the rain. It 
was the General Motors Building there, if you are familiar wit 
Broadway at that point, and my brother asked Mr. Horner what he 
was doing. He said, “I am trying to catch up with Lane, and I under- 
stand he 8 a date with Benedict on private business and I am going 
to find him.” 

So, a little later my brother and Horner were both up in the SBA 
New York office and Lane was accosted at that point by this Horner 
and he talked with him. I understand that Lane then went into Mr. 
Benedict’s office to talk about this private business they had, both 
having their lawyers there, and then Mr. Lane promised that he would 
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talk with Mr. Horner on the way out, but he did not. He went on 
by, and Mr. Horner did not talk again with Mr. Lane that day. 

Now, the reason my brother was there is that the day before, which 
was January 5, I was in Washington and I contacted Mr. Leonard 
Hall and I asked him what he had found out from Mr. Barnes’ office. 
He said that Mr. Barnes had told him that we knew what we had to 
do to get disbursement of this loan and that it was up to New York 
to disburse it, and that was as far as the conversation went. How- 
ever, I got hold of Forsythe again out in Minnesota, and he said, 
“call Mr. Plapinger, who is a lawyer at SBA”—a man who I have 
never met, I don’t think—“and see what he will do to help you.” 

Well, I understood from everyone who has known Mr. Plapinger 
that he is a very high grade man and a very able man, so I was very 
pleased with this and I had a very nice talk with him that morning 
on the phone, and at 2:30 he had made a date for me to see Mr. 
Engles again. Well, at that meeting with Mr. Engles he had in front 
of him, as I recall, a memorandum, which was probably the one Mr. 
Barnes had prepared as a result of when he said, “This is what I am 
going to handle myself.” 

That message had been passed down to me by Mr. Forsythe. And 
Mr. Engles thumbed this memorandum, and I noticed on the bottom 
Mr. Barnes’ distinctive signature, so 1 presume that is the memo- 
randum. And in that it said that we had to do four things, as I recall 
and I confirmed this later in the letter. One was that we should 
reinstate our lease. The landlord agreed to do that if we got disburse- 
ment of our loan and by paying our rent up to date. The second 
thing was reinstate the contract with Western Electric. Parts of the 
contract we had completed in the interim and others we sent the 
work-in-process over to Western Electric to keep the production line 
going when our plant was shut down the last week in December. But 
Western Electric still left, and has to this day, all the tools, the work- 
in-process, the purchase parts on the biggest of these jobs, $120,000 
job plus the value of the castings, and they are still there and they 
are hoping we can continue on that job. 

In the meantime, they had dual sourced it so they could protect 
their production line, but they still want to produce it, and we are in 
a position to do so. 

The next item was that we were to correct this standby agreement in 
line with their last examination. Now, that came about when a Mr. 
Ross Davis, a lawyer from the Washington office, had gone to examine 
these in New York. He found, and I found this the next day when 
I saw Mr. Ross Davis, that they wanted three things. They wanted 
a place in this agreement where it says, “With interest at,” and a line 
drawn through it or “None” written in. That had no bearing on the 
validity of the standby agreement as such. 

The next thing was that some of the statements did not have the 
account statement attached to it, the normal account statement, and 
they required that now. 

And the third thing, some oe did not say whether they were 
@ proprietorship or whether he was the president or the secretary 
of the corporation, but all of them were signed and, as such, they 
were valid agreements and certainly would protect SBA to the point 
that they had to be protected. 
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The fourth point that was required by Mr. Engles out of this memo- 
randum was that we show them how we could continue in business, 
and that meant another cash flow sheet, which we proceeded to make 
up. 
Well, we went back to New York and I went to work on the cash 
flow and I talked to the landlord and I talked to Western Electric 
and it was on that day, January 6, when I was at Western Electric, 
that I learned that the creditors committee had filed against us an 
involuntary bankruptcy proceeding. 

Now, in this letter that went out to the various standby creditors 
they stated that the SBA was not going to disburse this loan—some- 
thing to that effect, I don’t soingullbet the exact wording—and there- 
fore they were proceeding with this action. And evidently the SBA 
was not too anxious to disburse this loan, and they so notified the 
creditors committee. 

Western knew about it before I did and they told me about it and 
they said, “Look here, we want to continue with you or continue to 
leave the tools there and the purchase parts and the work-in-process, 
but you must straighten your own situation out before we can put a 
Signal Corps contract into effect there, so it is up to you to get SBA 
to undo the wrong that they have done against you.” 

So they were quite willing, however; and even to this day, as I said, 
the tools are still there to have us do this job. 

So I went on, and that day my brother, Robert, went to SBA to get 
the standby agreements and that was when he saw Mr. Horner stand- 
ing in the rain. 

At any rate, Ross Davis talked with me at 4 o’clock on January 7. 
It was the next day that my brother actually went there for the 
standby agreements at 2 o’clock and Ross Davis could not see him. 
He was acting counsel there because Mr. Davidson was not available 
for some reason or other. And when I talked with Ross Davis he 
left me for about an hour and made, evidently, some telephone calls 
and talked to other people and came back and said, “I cannot give 
you the standby agreements back.” 

So I said to him, “Well, how can I correct them to conform with 
what you now want if you do not give them back to me?” 

He said, “Well, the lawyer for the creditors committee has asked 
that they be turned over to him.” 

I said, “Well, that is all well and good. I was the one that brought 
you the standby agreements and gave them to you when I took them 
from Mr. Engles’ office in Washington and I would like to get them 
back so I ean fix them.” 

Well, the result was that he would not give them to me, so I got 
Mr. Lewis on the telephone, of the creditors committee, and he said, 
“They are not going to disburse the loan to you, and you have been 
kidding us along for a long period of time and we want the standby 
agreements back.” 

So he would not agree to it. Mr. Ross Davis got on the telephone 
with him and Mr. Lewis actually asked him, I believe, at that time 
whether or not we were going to get this loan or what the status was, 
because I did not hear that, but anyway Ross Davis said, “Well, the 
authorization is still in foree.” 

Well, that of course is contrary to the information that evidently 
prompted the creditors’ committee into taking action against us. 
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And so here we were, SBA Washington nen us to correct 
these standby agreements and SBA New York would not give them 
back to us. 

After talking with Mr. Davis he said, “You better go back and 
straighten this out with Mr. Engles in Washington.” 

So I went back to Washington and prepared for the next day a 
new proposal, well, an amplified proposal reducing the amount some- 
what to conform to our present situation because we no longer had 
all of these contracts of Western Electric assigned to us, and we 
would start operating again at a lower level and therefore we needed 
less money. talked with Mr. Engles in Washington about this and 
he went over the documents and said, “Take this back to New York 
to Mr. Horner.” 

Well, I had never gotten anywhere with Mr. Horner so I was not 
satisfied with that and I talked again with Mr. Forsythe. He told 
me to get hold of Mr. Plapinger, which I did on January 10—no, 
Forsythe had gotten hold of Plapinger when I went to Engles, I am 
sorry, and he and Mr. Leef, I believe, sat there with me. Anyway, 
after that was over I asked if I could talk—I asked Mr. Engles if he 
could talk to Mr. McCallum about these standby agreements and 
talk to Mr. Ross Davis about the standby agreements because he had 
returned to New York, and he called up that office and he told Mr, 
McCallum that he better be with Mr. Ross Davis and I when we were 
together and I went up and talked with them and finally, after a long 
discussion concerning the standby agreements, they agreed to leave 
them open on this basis: That they would consider them as a business 
risk if I was able to conform with all the other requirements of SBA. 

So that meant nothing, but at any rate that is the way it was left. 

I next went back to Mr. Forsythe and said, “I am not getting any- 
where here. What am I going to do?” 

He said, “Well, you better go up to New York with this new proposal 
to Mr. Horner.” 

I said, “You know what that means; it is going to be nothing.” 

I said, “They are just giving me a run-around, I am a little fellow. 
1 can’t do anything about it.” 

He said, “You better go back and see Leonard Hall and I will tell 
him he has not been getting all the truth.” 

So I went over to Leonard Hall’s office here in Washington and I 
talked with his new executive assistant named Carter. He in turn 
tried to get Mr. Barnes on the phone, could not get through to him, 
talked to Mr. Forsythe for a while, and told me that he would make 
a date for me to see Mr. Barnes again. 

So later, about 2:30 that afternoon, he called me and said, “No, 
Mr. Barnes cannot see you, but you take those papers to Mr. Horner 
in New York and bring a copy over to Mr. Barnes’ office and he will 
talk with Mr. Horner the next morning.” 

So I did that and I was in New York the next morning talking 
to Mr. Horner. I said, “Look here, they started this bankruptcy 
action against us. We want to get disbursement so that no action 
will be taken, and it is very important to us. Please give me an 
answer as soon as possible,” 
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And Mr. Horner said that he would look it over and I contacted 
him at 2:30. He was supposed to have heard, from the conversation 
I had w ith C arter, from Mr. Barnes. 

At any rate, their answer was still the same: “Cannot disburse 
because of adverse change.” 

Of course that was very disturbing. I did not quite know what to 
do at that point, and so I talked with Mr. Dowsey again and he 
promised he would talk with Mr. Hall for me, and I talked with 
Mr. Forsythe and he was going to see what he could do. 

At any rate, the days were going on, and on January 17 Carter 
and Forsythe both told me that they had talked with Mr. Hall over the 
weekend and there was nothing evidently that could be done. I talked, 
then, with Mr. Connolly and he told me off the record on the telephone, 
“This is not a matter of SB A decision, it is just my thought.” Because 
T asked him, “How much money would we have to invest to take up this 
adverse change that you say is the reason for not disbursing the loan?” 

And he said, “Well, it was a $30,000 adverse change. I suppose 
that amount plus any adverse change since that last statement.” 

I said, “Well, will you people give me in writing exactly how ‘tir 
I have got to invest to wipe off the adverse change so we can continue 
our business? These people are hungry, they have got to get back 
to work.” 

And he said, “I cannot give you that answer, you will have to talk 
with Mr. Horner.” 

So I called Mr. Horner at 4 o’clock on January 19 and asked him 
how he felt about it, and he said, “Well, I cannot give you the answer 
to that now, but call me tomorrow morning.” 

At 9 o’clock I called Mr. Horner and he said, “Call me back at 10.” 

I called him at a little later than that, . 10:50, and he said that 
he could not give me any answer to it. I said, “Well, how can I 


know what I have to put in to better the adverse change if you won’t 
tell me?” 


He said, “I do not know.” 

So it ended at that point. They would not tell me how much 
adverse change. 

I talked to Dowsey about this and I also tried to call Mr. Forsythe 
and Mr. Engles. I finally got Forsythe at the end of the week 
because I could not get Engles. He had told me to talk with Engles 
again and Engles would be back on the following Monday, so at 
9 o’clock on January 24 I called Mr. Engles and his secretary said 
that he would call me back, he had just gotton in, he had been 
away. And he called me back later, about noontime, and made a 
date to see me and I went over there and he said that Mr. Leef would 
talk with me and go over this situation, but he did not want to get 
the Washington office involved but he would be glad to have Mr. 
Leef sit down with me. 

So I waited outside Mr. Engles’ office while he and Mr. Leef had 
a meeting and then Mr. Leef took me to his office and we went over 
the thing and I said, “Will you please give me a letter and tell me 
what I must do to get disbursement of this loan ?” 


He said, “No, they would not give me this letter.” I said, “What 
am I going to do?” 
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Then we talked the thing over and he decided that I should write 
a letter to SBA in New York saying our adverse change is so much. 
Of course our plant is closed. We have no way of getting our records 
up to date at the moment. And say that the amount of adverse change, 
that we will do X, Y, Z to cover our situation to get us back in 
business. 

Well, that was, you could see, another run-around. Go back to 
New York and go back to Washington. Always waiting for February 
13, when the authorization would run out. 

Well, I just was not going to do it at that point. I was fed up 
and I said to myself, “Well, I am now going to do what I have 
hesitated to do and I did not want to do all this time. I am going 
to go to the Congress and tell them about this story and see what I 
can get done.” 

So I went to the Congress, and on January 25 I worked on my 
peer to bring them up to date so I would have something to show 
them. 

On January 26 I visited the offices of Senator Ives, Senator Purtell, 
Senator Lehman, Congressman Derounian, and Congressman Wain- 
bd I gave them a copy of my papers and told them of my 

ight. 

Gn the following morning, January 27, Engles tried to reach me. 
I called him back at 10:30. He said, “Mr. Barnes would like to-see 
you at 2: 30.” 

And I was happy. I said, “Maybe that is going to do something 
for us.” 

At 2:30 I arrived there and at 2:40 Mr. Barnes saw me. He was 
there with Mr. Engles. The three of us were there. 

Mr. Barnes lectured to me for about 30 minutes, telling me all he 
had tried to do to help, and when he got through with this lecture he 
said, “I canceled this authorization this morning.” 

I said, “What?” 

He said, “Yes, I canceled it this morning.” 

“But it only has 214 weeks to run,” I said, “and it gives us a chance 
to move around and try to do something. Why did you do it?” 

He said he did not like the calls he was getting. 

The calls could only have come from the Congress. 

So.I said, “Well, can’t you leave the thing open for us to do some- 
thing for the next 214 weeks? It is not going to hurt you any and 
it is going to do what you are supposed to do, help small business.” 

He said, “No, I have canceled it.” 

And then I started to quiz him somewhat and I said to him, “Well, 
why did you do it?” 

He told me he did not like the calls he was getting. 

And then I said, “Well, have you read the last papers?” 

And he said yes, he read the last papers. He said, “You are now 
proposing to invest some capital and you want us to put some capital 
into your business.” 

I said, “Mr. Barnes, you evidently have not read our last papers 
because you will find that nowhere in the papers.” 

So he said, “Well, maybe I have not read them.” 

T said, “Well, maybe you better before you take such action.” 
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Because he had previously told me that he took such action on his 
own even though Mr. Engles and some of the others thought they 
might be able to help me work it out, or were willing to try. 

§% I said, “Is there any way you can leave it open for 214 weeks?” 

He said, “I will tell you what. I will leave it open until Monday 
while I study the final papers as an Executive order in my office.” 

So then Mr. Engles popped up and said, “Well, we have notified 
New York.” 

And I said, “Well, can you notify them that you have withdrawn 
the cancellation of authorization?” 

And he said, “No, I cannot do that, but I will notify them that it is 
an Executive order until Monday.” 

Whatever that means. So at that point I thanked him and our 
meeting was pretty much over. 

I went back to the Congress. I reported this to them. I asked: 
“Please, is there anything that we can possibly do to hold this open?” 

I think I talked to Mr. Seely-Brown at that time, I talked with 
Congressman Hill, who is not here today, and they heard this whole 
story and they were sympathetic with me. But there was evidently 
nothing much that could be done because Mr. Barnes had taken this 
action. But he was leaving it open until. Monday so I prepared all 
the data, bringing it up to date on the situation to see how it could 
be worked out, even at this late date. 

I asked the secretary, when I left it on that Monday, “Be sure that 
he calls me after he has gone over these papers because it is very 
important.” 

Well, to this day he has never called me back, that I know of. I 
have never received a call. 

He went the following day to New York with our file. The result 
of that I do not know. At any rate, I presume he left the authoriza- 
tion as canceled inasmuch as that was the understanding if he did not 
reverse it the following Monday. 

I had a meeting after that in Mr. Seely-Brown’s office with three 
men of SBA, a Mr. White I believe his name is, who was a staff mem- 
ber of the House Committee on Small Business during the last 
Congress, with Mr. Leef of the Financial Assistance Division here in 
Washington of SBA, and Mr. McCallum, a lawyer of SBA in Wash- 
ington, During that meeting I reviewed the whole situation as best I 
could, as I have done here today, and it finally boiled down to two 
things, I believe, for the reasons they gave us for not disbursing the 
loan and for caneeling it, One was adverse change. 

Adverse change, as I understand it from them, means the financial 
condition of our business from the date of application to the date of 
disbursement, Certainly it had worsened, but we had told SBA that 
in writing 7 days after we received this original authorization on 
October 25. On October 30 we wrote this letter stating that-we had 
adverse change. If they were not going to disburse the loan due to 
adverse, change, they should have told us at that particular time in- 
stead of asking us for these hundred-odd things that they have asked 
us to do every day since that time. 

I think that pretty much tells the story of what went on day after 
day during this. 
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Mr. Motrer. Mr. Brainard, let me interrupt you fora moment. In 
your main statement you stopped at about page 18 and then went off 
into these details, which you co now apparently completed. 

T have scanned pages 19 to 29 of the balance of your statement. I 
think in large part it is repetitious. May I suggest that you make 
that part of the record. It will be made a verbatim part of the record, 
if it is agreeable to you. 

Mr. Brarnarp. There are a couple of things in the end I would like 
to read, if I may. 

Mr. Murer. I would like to handle it that way for the moment and 
let me indicate the manner in which we want to proceed until this 
matter is completely concluded. 

We are not going to foreclose you from saying anything you want 
to say to this committee. You will get every opportunity to make a 
full and complete statement and document it with anything you want 
to submit to the committee as substantiating evidence. 

We do have some other witnesses here in connection with your 
claims. Two of them have indicated that they must get back to New 
York. They are both here voluntarily, I understand. These men are 
here voluntarily and must get back to New York. 

We want to give you every opportunity to make your full and 
complete statement. 

For the benefit of those who were not here when you started, I want 
all of those to know Mr. Brainard was sworn at the beginning of his 
testimony and all other witnesses who will testify in connection with 
this matter, whether agency witnesses or other witnesses, will be sworn 
just as Mr. Brainard was. 

At the conclusion of the testimony of each witness we intend to 
permit the Small Business Administration, by its counsel, to cross- 
examine any witness who testifies here. And, after your full claim 
is presented, with any substantiating witnesses or documents that you 
may want to submit, then the agency will be permitted to call any 
witnesses from SBA to give their side of the story, and they similarly 
will be subject to cross-examination by members of the committee and 
committee counsel and by you or your counsel. 

It is now a quarter to 3. I think what you ought to do, if you will, 
is take my suggestion. Let us make it part of the record, pages 19 to 
29 of your statement, and then you step aside just temporarily and 
let us hear the other two witnesses who want to go back to New York. 
Let them be submitted to examination and cross-examination and then 
you can come back. If the time does not permit today, of course you 
can come back tomorrow, until you have completed your full presenta- 
tion. 

Mr. Brarnarp. All right. 

Before you start that, I will make one statement. 

One of the things that I was going to bring up in this particular 
instance is with regard to Mr. Hoskinson, if I may just briefly state 
that situation. I think it is important inasmuch as he is going to 
testify after me. 

Mr. Mourer. Very well. 

Now, Mr. Reporter, you will actually incorporate these 10 pages into 
the record, pages 19 to 29 of Mr. Brainard’s main statement. 

Mr. Bratnarp (reading) : 
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I would like to make a statement regarding standby agreements. 

On November 10 we delivered to SBA in New York many of the standby 
agreements with our creditors totaling about $88,000. We hoped at that time 
to obtain the disbursement which we badly needed, by obtaining the balance 
of the credit agreements by telegram which would bring the total to about 
$123,000. A few days later the standbys delivered were returned to us by SBA 
to complete some of them on certain points and to hold until we had an aggre- 
gate of the $123,000 required. 

We were asked to be certain that they were dated, the amount of the in- 
debtedness and the date of our loan authorization filled in, and that they had 
been signed. 

Mr. Davidson specifically told us that we need not have the corporate seals 
from each creditor. No mention was made to us about crossing out the “with- 
interest blank” if no interest was required. Subsequently this was requested. 
Neither was any mention made of the other two items now asked for: 

(a) A trade statement of indebtedness due to be attached to each agreement. 
Actually, in most cases, they were attached. 

(b) The official signing for each creditor must show his title; however, in 
most cases, they did. These three being the only omissions now claimed by 
SBA as making the standbys worthless. On November 22 my brother and I 
brought all the standbys to the SBA New York office. We arranged them in 
5 piles on the SBA conference table to conform with the 5 sheets of creditors 
containing the complete names. addresses, and amounts of indebtedness that 
we had previously furnished to SBA. 

We requested SBA to go over the standby agreements with us but no one 
would even look at them. These agreements had been completed to the ex- 
tent that we were asked when they gave the first lot back to us. We spent 
the day at SBA and by evening, no official of SBA had looked at the agree- 
ments. In fact, they were not interested in doing so. When we finally left, 
there was nothing for us to do but to pick up the standby agreements and take 
them home. I carried them every day thereafter in my briefcase wherever IT 
went. On December 13 Mr. Engles told me that a report from New York stated 
that we had only $88,000 (or some figure approximating that) in standby agree- 
ments. This was of course a false statement by N. Y. SBA. I then pulled out 
of my briefcase the $125,547.65 worth and asked Mr. Engles to look at them. He 
also refused, saying he wasn’t interested in the details, but to take them to Mr. 
Horner in New York. Mr. Forsythe can verify this as he was present. 

I delivered the standby agreements to Mr. Horner on December 15, in the 
same condition as they were on November 22 when I had asked SBA to look 
at them. 

I did not know that they were not in the condition desired by SBA until I was 
told so by Mr. Engles on January 5. In fact, the unimportant points to be com- 
pleted were finally stated to me by Mr. Ross Davis on January 7 in New York. 
At that time, in an effort to cooperate, even though we all knew they were valid 
for the purpose as they were, I asked to have them so I could send people out 
overnight to wherever necessary to put the standbys into the shape now re- 
quired. The excuse given at that time for not returning them to me was that 
the counsel for the creditors committee had requested that they be sent back to 
him. SBA Washington said they must be filled in further and SBA New York 
would not return them so we could do so. Since I had delivered the standbys 
to SBA, if thev were returned to anyone it should he to me. This I told 
them emphatically. 

After this the only consolation I could get was a statement from SBA lawyers. 
Mr. McCallum and Mr. Ross, the following Monday in Washington, that they 
would consider the standby agreements as a business risk if I conformed to 
the other requirements. In this regard, I suggested to SBA people, meeting 
with me in Congressman Seely-Brown’s office February 8, that the present objec- 
tions to our standby agreements were meaningless and probably could be 
found missing on many others—on other loans—so that SBA had better hurry 
and fix up all that they have in their files before an investigation shows up this 
fact. 

IT would like to make a statement about the regional director removing himself 
from our loan and continuing to be a part of it. 

How could the regional director say he had nothing further to do with our 
loan and thereafter have the financial assistant chief (now supnosed to be 
acting regional director on our loan) in his office along with a financial specialist 
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and the regional counsel working out the details of what should be required on 
the Western Electric guaranty? Then, after the acting regional director gave 
Western Electric the wording required on the guaranty, which was acceptable 
to Western the regional counsel refused to talk with Western Electric in front 
of my brother and myself. 

This was followed in a few minutes by the regional counsel telling me that 
even with the Western guaranty he did not see how we could satisfy the no-ad- 
verse-change requirement. This is further evidence that this regional counsel 
was doing everything in his power to prevent disbursement rather than in trying 
to help. It probably would not be too difficult to find a reason for not disbursing 
any loan if the regional director and regional counsel had a personal reason for 
not wanting to do so. If you doubt this, you need only read the latitude given 
them in our authorization which I understand is in all authorizations. 

I would like to make a statement about those who helped us and those who 
hindered us in attempting to obtain disbursement. 

1. The prime contractor cooperated in every way possible. We often hear 
criticism about big corporations—what they do to hurt small business. However, 
in this particular instance we have an excellent example of what a large 
corporation did—putting themselves out to help a small business. Western 
Electric kept orders with us during our difficult period. They allowed us to 
produce some assemblies during the stretchout to take up some of our inventory 
which only added to theirs. They gave us a letter of intent on other work for 
which we were lowest acceptable bidders (which incidentally is the only way 
that work is allotted by Western) to assist us in obtaining our loan from the 
Small Business Administration. They talked many times by phone and delivered 
letters by hand listing undelivered balances, etc., to SBA. They agreed to pay 
assigned proceeds of these contracts to SBA. They even went so far as to agree 
to purchase our inventory on their jobs at any time, which offered a 100-percent 
guaranty to SBA. Most important of all, they jeopardized their own production 
line to leave work with us much longer than they should have in order not to 
hurt us but to help us. In fact, they have dual-sourced the biggest of these 
jobs but have left the tools and work in process on these contracts in our plant 
in the hope that we will soon be operating again. 

In bringing this to the attention of SBA officials, the only answer we heard 
was, “If they like your operation so much, why don’t they loan you the money- 
they've got plenty.” 

It is obvious that Western Electric can go just so far and could not possibly 
be put in the position of financing thousands of subcontractors. This, as Western 
pointed out to SBA, is the purpose of SBA’s existence. 

Western does give subcontractors every assistance by prompt payment, fur- 
nishing material, etc. In fact, under our payment plan with Western, we are 
paid three times each month for the previous 10 day’s shipments. This is what 
SBA. would receive with all their money back within 4 months. We had in stock 
practically all the material and purchased parts for all these jobs. Western 
agreed to furnish the castings. All that we had to add, in order to pay the Gov- 
ernment back, was labor on assemblies that we had been manufacturing and 
delivering successfully to Western Electric on Signal Corps work for almost 2 
years. 

2. The Signal Corps cooperated in every way. They telephoned several times 
from procurement headquarters in Philadelphia to SBA in New York and talked 
with the chief counsel of the Senate Committee on Smal! Business, always prais- 
ing our work and urging assistance for us as we were the sole supplier on 5 
important Signal Corps assemblies to Western Electric as well as having a prime 
contract with them on another job. 

3. The union cooperated in every way possible. On our behalf the Interna- 
tional Association of Machinists, AFL, representative visited the SBA New York 
office several times, along with the local president and chief steward of the union. 
Our factory had had labor trouble with many grievances before we took it over, 
but since our company has operated it, we have not had one grievance filed 
against us for any reason by any employee. In fact, even though the workers 
were 3 weeks behind in their wages, they continued to work and filed no grievance 
while waiting for SBA to disburse the loan authorized on October 13. Now these 
one-hundred-odd loyal employees, themselves heavily invested in our effort to 
obtain a loan from SBA, are out of work. 

4. Our creditors cooperated in every way. They signed standby agreements, 
agreeing to wait until the SBA was paid out in full before they received any 
money other than that which might be paid to them out of profits—in aggregate 
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not more than $6,000 per month. No one could ask more of a creditors committee. 
In fact, some of the larger corporations involved had never signed standby agree- 
ments before but had great faith in us. Alcoa, for instance, was interested in us 
inasmuch as we were the manufacturer of the Spandrels—the siding for the 
first all-aluminum building in New York—99 Park Avenue. Kaiser Aluminum 
cooperated in every way in helping us set up the creditors committee and advised 
us properly in handling this matter. 

5. The United States tax authorities cooperated in every way. They agreed 
in writing for us to make payments of our back taxes over a period of 6 months, 
giving us a couple of months’ grace to get started. No one could have done more. 

6. The Small Business Administration did everything but cooperate. 

(a) SBA officials will tell you that they spent more time on this loan than on 
any other loan. That probably is true because we would not “die on the vine” 
as others, in the face of SBA procrastination, had done. That is why they spent 
this time—not that they would have done so voluntarily. 

(b) I have been told that the act of Congress establishing the SBA gives the 
Administrator discriminatory powers to make or not to make loans; that, in fact, 
he does not have to make any loans if he chooses not to. I do not believe this. 
I believe he must make loans if the need is established and reasonable assurance 
is given for repayment. He cannot expect as much security as a bank would 
require, otherwise there would be no reason for existence of the SBA’s loaning 
authority. In fact, however, the demands of SBA in our case, and I presume in 
other cases, have been more rigid than a commercial bank would have required. 
If Western Electric had agreed to sign the unconditional guaranty form of SBA, 
which SBA asked them to do, it would in itself prove that the money was avail- 
able elsewhere, which, under the act, would make it impossible for SBA to dis- 
burse the funds to us. 

(c) While our loan authorization was still in force, New York SBA notified 
Western Electric they were not going to disburse this loan. Why was this done? 

The regional director removed himself from anything to do with our loan 
since it was intimated by the union that there was an element of bad faith on 
his part. 

How can he remain head of a regional office which is to disburse a loan, yet say 
he has nothing to do with the loan which he had been handling personally? 

The same regional director previously agreed we should give out the back 
payroll checks on a Friday since he had ordered the SBA checks for disbursement 
the day before from Washington and they would be in our hands within the next 
day or two (Monday or Tuesday). How can he do this? 

An associate in private business of the same regional director had tried to 
take away from us, in the name of the regional director’s own company, a new 
item which we had been helping to develop and were starting to manufacture 
for the inventor. Is this proper? 7 

Why did the regional counsel notify our creditors committee that SBA was nou 
going to disburse our loan? This was done while the authorization was still in 
force and was the cause of the creditors committee filing bankruptcy against us. 

The regional chief of the Financial Assistance Division who became acting 
regional director for our loan only, has never once sat down with me and gone 
over the facts and cash flow sheets in detail. All we get from him is that they 
cannot disburse in New York because Washington requires no adverse change 
between date of application and date of disbursement. Washington’s answer to 
this is that we don’t disburse loans in Washington and it’s up to us to obtain dis- 
bursement from New York. Is this the way the SBA is supposed to function? 

After listening on January 27 in Washington to the Administrator review his 
relationship in this case and state that he could defend himself successfully be- 
fore any committee on ihe Hill, he told me that our authorization had been can- 
celed. He further stated that he had done it on his own and later admitted he 
had done so without reading the last papers I had submitted. 

The reason he gave me for canceling at this point instead of waiting 2% 
weeks until its expiration date, was that he did not like the calls he was getting 
(of course they were from Congress). 

He later backtracked and agreed to leave the cancellation as an executive 
order until the following Monday and, in the meantime, would read our last 
papers. 

He has never called me back since, even though I left additional information 
for him on Monday, January 31, which I thought might be helpful, and had asked 
his secretary to have him call me when he came to a conclusion. I am told, 
however, that he took our file to New York the next day with no report ever being 
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made directly to me. Is this the way a Presidential appointee, head of a Gov- 
rhment agency, should operate? 

(d) SBA—No interest in unemployment or defense contracts.—The relative 
unconcern of the Small Business Administration for the employment of workers 
and the delivery of defense contracts is appalling. Any suggestion as to these 
facts is greeted with absolutely no interest from them. 

(e) SBA—No interest in growing, weak companies.—The attitude of the Gov- 
ernment—that if you are not well financed you should not be in business, and 
that one should not be asking the Government for assistance—makes one feel that 
to do so is almost a crime. Although it is obvious, I feel it is worth stating here 
that most companies had to start almost without funds and that some of our 
biggest and best companies have had real Government assistance. Three which 
come to mind at the moment, since we have been doing business with them, are 
American Airlines, who borrowed the money from Government for their first 
DC-3's, Kaiser and Reynolds Aluminum. 

With high taxation and stiff competition from well established firms, the new 
company has almost an impossible task to succeed, In this pioneering the en- 
trepreneur is going to have a very hard struggle under the best of conditions. 
In the case of SBA, money is not cheap. It carries 6-percent interest. Mean- 
time, large corporate entities borrow for much less. All this makes the struggle 
for the little man that much more difficult. 

(f). SBA caused us to close-—Had we never heard of the SBA, we would cer- 
tainly be operating today. The thousands of hours of work plus thousands of 
dollars that we have expended over 6 months to fulfill the requirements of SBA, 
could have been put to constructive enterprise. 

My conclusion: In concluding my statement to this committee, I would like to 
make three points which are presently important to our situation only: 

1. The two reason which were given by SBA men, in Mr. Seely-Brown’s office 
on Tuesday, February 8, 1955, for not disbursing our loan were: 

(a) Adverse change.—We have shown that we admitted that we would have 
adverse change to Mr. Barnes before he granted the loan, that is, until disburse- 
ment, when there would be a radical change for the better. We admitted adverse 
change on October 30 in writing, 7 days after receiving the authorization, at 
which time SBA had our September figures showing this change. (There was 
no change in October.) If disbursement was not to be made based on adverse 
change, we should have been so notified at that time (October 30) and not some 
time later after we were required to do many other things at great cost in work- 
ing time and money to our company. 

(6) Standby agreements.—We furnish these in the condition and amount re- 
quired by SBA. They are valid agreements today. 

2, We can still continue our business successfully if SBA will disburse the 
loan immediately. 

(@) Western Electric has left the tools and the work in process on the tele- 
phonic relay housing in our plant hoping that we can get started again. There- 
fore, this contract will be available for assignment of proceeds to SBA, amount- 
ing to more than $120,000 net. 

(>) The landlord will return the factory by our paying the rent up to date. 
If not, there is another plant available for us. 

(c) This program was outlined in my last letter to Mr. Barnes on January 31, 
1955, and the conditions still remain substantially the same. Loan of $60,000 
immediately and $5,000 weekly for 3 weeks for total of $75,000 (reduction from 
$85,000). With the passing of another month, we must pay $4,500 more to the 
landlord for rent which would make the original disbursement $64,500, and the 
total loan $79,500. Other conditions will remain the same with the loan being 
liquidated in full within 4 months. 

3. The last, and a very important point, is that the labor, still out of work 
and hard pressed to maintain themselves, will be back at work immediately 
following disbursement of the loan. 

4. I repeat, this loan can still be made without risk to SBA. 

At this time I want to express the sincere gratitude of all our employees, who, 
with me, appreciate more than words can tell the chance you have afforded us to 
be heard by our Government. We all anxiously await the opportunity, which you 
can give us, to return to work, 


Will I be given permission to read the end of that later, peronre it is 
very important to me? 
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Mr. Mutter. Yes, you will be given permission. 

Mr. Brarnarp. I will just make the part of this which has to do with 
Mr. Hoskinson. 

Mr. Hoskinson has a product, in fact, more than one product that 
we were working with him on. We had been helping him develop and 
start to manufacture and sell these items. 

I had taken Mr. Hoskinson, through Joe Grasier, the president of 
the American Radiator Co., out to Pittsburgh to meet Mr. Snell, the 

oresident of one of their subsidiaries, and they agreed to start to mar- 
cet this product which Mr. Hoskinson will tell you about which he in- 
vented and we had started to manufacture. 

It has gone quite a long way since we started with him because we 
also took Mr. Hoskinson to Detroit on another product, which he will 
perhaps also mention, that we were going to work with him on; that 
was to the National Automotive Parts Association, who we were try- 
ing to get at least to market that particular item. 

Now, Mr. Hoskinson’s unit is a heating unit for homes, and I have 
some clippings here from recent newspaper advertisings and have some 
circulars. I won’t bother you with them because Mr. Hoskinson I 
think will tell you about it, and later on, when I give you the rest of 
our products and show you what we can develop, I can go into that 
again. 

Mr. Muurer. Thank you. 

Mr. Arnold R. Lewis. 


TESTIMONY OF ARNOLD R. LEWIS, MEMBER OF FIRM OF YOUNG, 
BALBACH, TILFORD & LEWIS, COUNSEL TO CREDITORS’ COM- 
MITTEE 


( Having been first duly sworn by Mr. Multer.) 

Mr. Mutter. Mr. Lewis, identify yourself for the record. 

Mr. Lewis. Arnold R. Lewis. 

Mr. Muturer. Your residence? 

Mr. Lewis. 82-37 212th Street, Hollis Hills, Long Island, N. Y. 

Mr. Motrer. And your office address ? 

Mr. Lewis. 32 Broadway, New York, sir. 

Mr. Murer. And you are an attorney-at-law, Mr. Lewis? 

Mr. Lewis. I am, sir. 

Mr. Motrer. Will you tell us briefly your connection with this 
Brainard Industries, Inc., and its application for a Small Business 
eat loan, and tell us anything that you think we ought to 

now. 

Mr. Lewis. I am a member of the firm of Young, Balbach, Tilford 
& Lewis, attorneys, and we represent the creditors’ committee of Brain- 
ard Industries, general creditors’ committee. 

Initially, my introduction to Brainard Industries came on behalf of 
a client, Rosan of Newport Beach, Calif., who had a claim of twenty- 
some-odd thousand dollars for goods sold and delivered. At that time 
we contacted Brainard Industries, this was back in July of 1954, and 
after a great deal of difficulty we finally were able to contact Mr. 
Brainard on the telephone. 

I think he called my home several times and promised at that time 
to make immediate payment of this account. 
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Prior to that time, before we received this, Mr. Braimard had out- 
lined the picture to Rosan and told them that the reason for his in- 
ability to pay the invoices when they were due was because of his in- 
terruption of cash flow; however, that he had straightened his diffi- 
culties out and that according to his delivery schedule he could make 
payment of this account in full in June and July of 1954. 

‘Those payments were not forthcoming and the promises were not 
kept. 

hereafter, we sued and reduced our claims to judgment and entered 
a judgment in the supreme court of New York County on September 
8, 1954, for twenty-two-thousand-some-odd dollars. 

At that time Mr. Brainard contacted us again—— 

Mr. Murer. Excuse me, sir. Was there any defense / 

Mr. Lewis. No defense was interposed except for the fact that Mr. 
Brainard contacted us and gave us a schedule of payments which 
would have paid this account I think some time in 30 or 60 days, 
which we agreed to do upon his delivering to us a note which he signed 
personally. None of Mr. Brainard’s promises were kept, and some- 
time toward the latter part of September of 1954 when we had lost 
patience and were about to issue execution, we received a call from 
Mr. Brainard and I think from a Mr. Rawling of Kaiser Aluminum, 
with the thought in mind that a meeting of creditors be called so that 
the situation could be outlined. 

At the meeting of creditors we were presented, I think, with a finan- 
cial statement and, based on the picture that was presented by Mr. 
Brainard, it was our opinion that this was a hopelessly insolvent com- 
pany, that by no stretch of the imagination if the operation were to 
cease could the creditors get one dime because of the fact that he was 
considerably in arrears in taxes to the extent of twenty-some-odd thou- 
sand dollars, had substantial wage claims. I think the priority claims 
totaled well over $40,000. 

Mr. Rooseverr. Excuse me, sir. What was the date of that 
ineeting ¢ 

Mr. Lewis. The meeting I think was held on October 1, 1954. It 
was called pursuant to a notice dated September 24, 1954. 

The only assets—his machinery had been leased, as I recolleet— 
and his only asset. at that time was inventory, and of course it was 
raw materials or specially fabricated merchandise, and upon liquida- 
tion that inventory probably would be junk value, so we creditors were 
in a position of not getting a dime in this situation with which we 
were presented at that tme. 

We organized and then the committee met again with Brainard 
and we were presented with a situation where there was a beautiful 
cash-flow sheet that was presented which would permit the creditors 
to receive 100 percent of their money, and subsequently we were told 
that this debtor’s salvation was to be with the Small Business Admin- 
istration. 

When we examined the situation, the creditors’ committee and I 
specifically indicated to Mr. Brainard that in our opinion this situ- 
ation was hopeless unless he could introduce some risk capital into 
this venture. 

During previous conversations with Brainard he had told me that 
he had interested risk capital in this venture, but upon being ques- 
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tioned at the meeting of creditors he told us that he could not get one 
dime of risk capital into this business because of its condition. 

Now, I heard Mr. Brainard make the statement with regard to the 
adverse change of thirty-some-odd thousand dollars that if that was 
all that was involved he would introduce that money, and I say here 
and now that if Mr. Brainard can get his hands on $35,000 in cash 
I think he could reorganize his business without the Small Business 
Administration by filing a chapter 11 proceeding, because even in 
such a condition he manne vada get the cooperation of the credi- 
tors if he were successful in introducing risk capital. 

Mr. Moutter. How many of the creditors does your firm represent ? 

Mr. Lewis. We represent Rosan and now all the creditors. I am 
talking now for the general creditors’ committee. It is over a hun- 
dred-twenty-some-odd thousand dollars, and it has been organized 
through the New York Credit Men’s Adjustment Bureau in the city. 

Now, in connection with the SBA situation, we were presented with 
a standby agreement which of course no creditor in their right mind 
would ordinarily sign because it in effect gives away to the SBA prac- 
tically all rights that a creditor has and subordinates their interest to 
the SBA. However, faced with the fact that a liquidation would 
not bring a dime we were able to induce the general credit body to sign 
these standby agreements in a substantial amount. 

Now, after a couple of false starts, we received a final offer from 
Brainard. When I say final offer, the standby agreement was coupled 
with a promis that Brainard would start to make payments in Decem- 
ber of 1954 of 5 percent and continue thereafter at the rate of 5 per- 
cent, increased later to 714 percent, so that the creditors by signing 
that agreement were faced with the fact that they possibly would be 
paid in full that year. On that basis of course it was very attractive 
and satisfactory to the creditors and for that reason, as I said, most 
of them signed these agreements. 

Mr. Muurer. Were not these agreements all signed in connection 
with the application pending before SBA ? 

Mr. Lewis. Yes. 

Mr. Murer. What was the status of the application pending before 
the SBA for a loan at the time you first got into the picture? 

Mr. Lewis. At the time we first got into the picture I do not think 
that there was any loan, as far as I know. The authorization, I later 
found out, was dated October 13. We started in this picture on 
September 24, so that this SBA situation came in, as far as I know, 
after the creditors’ committee met and was organized. 

Mr. Mouurer. When was that? 

Mr. Lew1s. On October 1. 

Mr. Mutrer. Well, he could not have had the authorization on Octo- 
ber 13 unless the application had been in and processed before that. 

What was the date the application was filed? 

Mr. Brarnarp. September 20, 1954. 

Mr. Mutrer. All right. I am sorry to have interrupted you. Go 
ahead, sir. 

Mr. Lewis. Now, in that situation we did our part, as far as the 
creditors. We solicited the creditors’ group and received as many 
standby agreements as we could. Now, these were received by the 
New York Credit Men’s Adjustment Bureau and were solicited only 
and solely for the purpose of this SBA loan. Now, they properly, 
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if tu v were not used of course, they were to be returned to the Credit 
Men’s Adjustment Bureau or myself for the purpose of having them 
returned to the creditors. Mr. Brainard did get possession of some 
of them from the New York Credit Men’s Adjustment Bureau, but 
that was inadvertent because of my absence and they gave it to Mr. 
Brainard because he would open the situation, and they were given 
to him for the purpose of delivery to the SBA, which I understand 
was subsequently done. 
Now, after we received these authorizations and sent them back, 
a considerable period of time had elapsed. We sent our circulatory 
letter to the creditors on October 29 and I believe that probably within 
2, 3, or 4 weeks practically all the standby agreements that were com- 
ing back were received. 
fr. Murer. Do you have a form of that letter that can be made 
a part of this record ? 
r. Lewis. Yes; I have it right here. 
Mr. Murer. This is a copy of a letter that was sent to the creditors 


soliciting the standby agreements to be used in this application for 
the SBA loan? 

Mr. Lewts. That is correct, sir. 

Mr. Mutter. We will make this a part of the record. This is on 
the letterhead of the New York Credit Men’s Adjustment Bureau, 
Inc., and is dated October 29, 1954, and it is addressed “To the Cred- 
itors of Brainard Industries, Inc.” 

(The subject letter is as follows :) 


New York Crepit MEN’s ADJUSTMENT BUREAU, INC., 
New York, N. Y., October 29, 1954. 
To the Creditors of Brainard Industries, Inc., 152 South 15th Street, Lindenhurst, 
Long Istand, N.Y. 


GENTLEMEN : Since our last communication, the creditors’ committee has been 
meeting with the debtor and, after a series of conferences, we believe that we have 
worked out a plan that will inure to the interest of all creditors. 

The debtor leases its machinery and equipment and the inventory owned by the 
debtor consists of specialty merchandise which it had purchased specifically for 
the fulfillment of certain contracts with Western Electric Co. Similarly the 
machinery, tools, and equipment leased by the debtor were specialty items and 
it was the considered opinion of the creditors’ committee that a liquidation of 
these assets would result in no payment at all to general creditors. 

In order to convert this inventory into capital, the debtor after negotiating 
with the Small Business Administration of the United States Government was 
successful in working out an arrangement which would not only permit it to 
stay in business but would also enable it to pay creditors in full. The Small 
Business Administration is to make a cash advance to the debtor generally for all 
its inventory, which will permit the debtor to have working capital to complete 
the contracts with Western Electric Co. .The debtor also has other business on 
hand and it expects to obtain additional business. In order to induce the Small 
Business Administration to make an advance to debtor, the Small Business Ad- 
ministration requires that trade creditors execute a standby agreement because 
obviously they do not wish to advance money to a debtor for the benefit of any 
particular creditor. They intend to permit the debtor to make payment to its 
general creditors at a rate not in excess of $6,000 per month commencing on 
December 15, 1954, on account of its total indebtedness in accordance with the 
terms of the authorization and standby agreement. This payment will enable 
the debtor to pay his creditors 100 percent, approximately as follows: 


Percent Percent 
Dec. 15, 1954 
Jan. 15, 1955 


Apr. 15, 1955 
May 15, 1955 
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In order to provide the general creditors with some safeguards after the Small 
Business Administration is paid off (it is due May 1, 1955), the creditors’ com- 
mittee has made the following arrangement with debtor: 

(1) Debtor is to deposjt with the creditors’ committee resignations of all of- 
ficers and directors to take effect at the pleasure of the creditors’ committee. 

(2) All of the outstanding capital stock of the debtor is to be deposited with 
the creditors’ committee. 

(3) An accountant designated by the creditors’ committee is to be actively en- 
gaged in the supervision of the business and will render monthly reports to the 
creditors’ committee. Said designee will also countersign all checks and will, 
at the direction of the creditors’ committee make appropriate rules for the con- 
duct of debtor’s business. 

(4) In the event that the debtor’s operation for any 2 consecutive months shows 
a loss, or in the event debtor fails to meet any of the installment payments as 
they become due, the creditors’ committee shall have the right, at its option, to 
take such steps for the protection of creditors as they deem advisable to modify, 
extend, or enforce the agreement. 

Accordingly we enclose berewith a copy of a standby agreement which we 
would ask you to execute. You will note that the agreement is on a form pro- 
vided by the Government that we have merely supplemented so that the debtor 
(referred to in the agreement as a borrower) will be permitted to make the 
agreed payments. 

Time is of the essence, since if this debtor is to stay in business it is necessary 
that this financing agreement be completed immediately. We, therefore, urge 
you to sign the enclosed agreements, annex thereto a statement of your account 
and return them as promptly as possible to New York Credit Men’s Adjustment 
Bureau, Inc., 71 West 23d Street, New York 10, N. Y., secretary to the creditors’ 
committee. 

We enclose four copies of the agreement. You may retain 1 copy and sign 3 
copies. A witness to your signature should also sign at the same time. You will 
note that there is a rider annexed to the agreement which must be similarly 
signed and witnessed. 

Very truly yours, 
CREDITORS’ COMMITTEE, 
A. Ortine, Chairman. 
Kaiser Aluminum & Chemical Sales. 
B. CoHEN, 
Representing Creditors. 
L. PALMER, 
American Metaseal Corp. 
J. F. GOTTESMAN, 
Representing Creditors. 

Counsel to creditors’ committee : Young, Balbach, Tilford & Lewis. 

Secretary to creditors’ committee: New York Credit Men’s Adjustment Bureau, 
Ine. 

sy: Walter T. Little. 


Mr. Lewis. During that period of time I was up at the SBA, along 
with counsel for Brainard, working out the various papers and 
especially in connection with that letter. 

After we had performed what we were supposed to do, that is, on 
behalf of the general creditors, we received many, many stories from 
Brainard because we had inquiries as to the status of the matter from 
the creditors, and we were told by Brainard that the loan was going 
through momentarily or would go through soon or something like that. 

Well, it persisted for a period of about 2 months, and during that 
period of time Brainard made himself completely unavailable to the 
creditor group and to his own attorney. We probably exchanged 
about two dozen phone calls, that is, his attorney and I, and none of us 
could ever get any word from Brainard regarding the status of this 
matter. 

Now, during that period of time, and somewhere in the middle of 
December I think it was, I received a call from Western Electric Co., 
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saying that they had authority from Brainard to disburse approxi- 
mately $18,000. That came as a shock to me because during all our 
negotiations and agreements it had been distinctly understood that 
Brainard would not make any transfers, substantial transfers, of any 
assets during the pendency of this compromise proceeding. Now, we 
regarded that as a serious breach of the agreement that we had with 
Brainard, and at that time I thought it wise to call a halt to this, 
especially in view of the fact that Brainard had not been available. 
I thereupon served a third party subpena on the Western Electric Co. 
based on the judgment we had, which effectively restrained Western 
Electric at that time from paying out any of the moneys. 

Brainard called me, I think, that same day or the next day. This 
was the first time that we had any reaction from him for about 6 weeks, 
and I told him how serious the matter had become and he promised, 
that is, he made an appointment to be in my office I think it was 10 
o’clock the next morning, but never showed up. And during that 
period of time, as an additional indication that this whole situation 
had collapsed, the landlord had served a dispossess proceeding. 

Mr. Mutter. What was the date of this, sir / 

Mr. Lewis. Sometime in December. I do not know the exact date. 

At or about that time we tried to call Brainard and found out that 
his telephone had been disconnected. 

Signal Corps of Philadelphia called us many, many times, saying 
that they themselves had been trying to get in touch with Brainard but 
that the telephone had been disconnected. 

Now, in order to protect the rights of all of the creditors we felt at 
that time, that is, the end of December, that the only thing we could 
do, especially in view of the lack of cooperation that we received from 
Brainard, was to file a petition of bankruptcy, which we proceeded to 
do on January 3, 1955, in the United States District Court for the 
Eastern District of New York. 

Mr. Mutter. Was a receiver appointed ? 

Mr. Lewis. No receiver was appointed and Brainard interposed 
an answer so that there is no adjudication at present. In talking to 
lis attorney, the matter I think is on tomorrow, the hearing is before 
Referee Warner tomorrow morning. 

Mr. Mutter. Is that for trial of the issue of bankruptcy ¢ 

Mr. Lewis. That is correct, sir. 

The attorney says Brainard is making a complaint to a congressional 
committee and he is going to make the SBA grant that loan. 

Mr. Murer. Who said that, sir? 

Mr. Lewis. The attorney for Mr. Bramard. 

Mr. Muurer. What is his name, sir? 

Mr. Lewis. I think Mr. Abeson. 

Based on that, I gave him 1 or 2 adjournments, but. finally I think 
it was a week or two ago the matter was finally referred, so there is a 
hearing tomorrow because come hell or high water we felt it was 
time to wind up this mess. 

Now, I heard Mr. Brainard testify he was grieved because of some 
action of the SBA in causing him to issue checks for salaries. I 
might say that that is not the first time that Mr. Brainard’s checks 
have bounced. I have in my possession a series of checks commencing 
with June 15 and ending August 5, which were tendered to my client. 

Mr. Muvrer. What year, sir? 
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Mr. Lewis. 1954. In payment of their account. I have them before 
me but I prefer to keep them, with your permission. 

Mr. Muurer. May we make a note of them for the record? 

(The witness produces 6 checks, all drawn on the account of Brainard 
Industries, Inc., on the First National Bank, Farmingdale, N. Y., 
for $3,117.33 and each of the others in the same amount, dated June 
15, June 25, July 5, July 15, July 25, and August 5, 1954.) 

(The checks are returned to the witness.) 

Mr. Lewis. Thank you. And there is a letter dated April 19, 1954, 
which was accompanied by the checks. 

Mr. Mutrer. The letter is dated April 19, 1954, on the letterhead 
of Brainard Industries, Inc., addressed to Mr. Rosan, president of 
Rosan, Inc., and purports to bear the signature of “Brainard Indus- 
tries, Inc., by Frank S. Brainard, Jr., by E. M.” 

(The letter is returned to the witness.) 

Mr. Lewis. Thank you. 

In addition to these, one of the problems of the creditors’ committee 
was the fact that Brainard had previously issued checks to his em- 
ployees which he failed to meet, and that was complicated by the 
fact that there were creditors who were attaching the account, and 
these prior payroll checks could not be honored. So I just indicate 
that for the purpose of showing that Brainard apparently had issued 
many, many checks which had been dintioheted prior to the entry 
of the SBA into this situation. 

Mr. Mutrer. Mr. Lewis, that is not an unusual situation with an 
insolvent company; is it? 

Mr. Lewis. No. 

Mr. Roosrevert. None of these checks were ever made good ? 

Mr. Lewis. None of these were ever made good. 

I might say that prior to the filing of the petition of bankruptcy 
on January 3, the committee, through its secretary, called a formal 
meeting of the creditors’ committee to which Mr. Brainard was 
invited. The purpose of the meeting was to discuss the situation 
generally and take a course of action in accordance with the facts as 
they presented themselves. Brainard and his attorney were invited 
to this meeting but did not show up. We did get a letter, I think from 
Mr. Brainard, wishing us a merry Christmas, but that was the extent 
of his participation at that meeting. 

At that meeting the committee voted to file this petition of bank- 
ruptcy upon the authorization of the committee, and upon their 
authorization that petition of bankruptcy was filed. 

Now, in connection with the committee meetings which were at- 
tended by the debtor, Mr. Brainard, and his friend, his accountant 
friend, Mr. Fisher, who was also designated by the creditors’ commit- 
tee as the watchdog of this company. Mr. Fisher was supposed to 
countersign all checks of Brainard since the inception of this meeting 
on October 1, but at each meeting there was always an excuse, to the 
end that Fred Fisher never countersigned a single check. 

At these meetings we would be presented with these cash-flow state- 
ments and careful examination by the committee indicated that, with 
the exception of Western Electric and perhaps 1 or 2 other accounts, 
all the situations presented in the cash-flow statement were prospective. 
In other words, he was spending money that he thought he could get 
by selling certain people in the future. So while we realized that the 
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cash-flow statement was not realistic, as a creditors’ group we were not 
too critical because of the fact that we felt that liquidation would not 
avail us anything anyway and, secondly, I may say that at the eredi- 
tors’ meeting we all regarded the SBA as a Santa Claus because you 
had a couple of hard-boiled credit men on this committee, including 
representatives of the Credit Men’s Association, and none of them 
could understand how anyone in their right mind would OK a loan 
to a corporation like this. 

Mr. Mutrer. Did any of those men or you indicate that to the SBA 
or any SBA official ? 

Mr. Lewis. I don’t know if I indicated it that way. I think I in- 
ferred it at one time. 

Mr. Mutrer. To whom / 

Mr. Lewis. Just in casual talk. 

Mr. Mutrer. To whom? 

Mr. Lewis. It was not Mr. Benedict and it was not Mr. Davidson. 
It was possibly somebody that was in the office. We had to wait 
around the office there. Mr. Pinter and I spent 1 day up there. I 
think it was to Brainard’s attorney, it was not to SBA, but to Brain- 
ard’s attorney. 

Mr. Mutrer. When was it you were there with Brainard’s attorney ? 

Mr. Lewis. I think it was on October 29, because a letter came 
forth from the SBA confirming our meeting and giving us the lan- 
yuage to put in the rider. Mr. Pinter, I think, represents 1 or 2 
free s on the island and he and I were discussing the loan on the 
merits, and neither of us could understand how the SBA would en- 
tertain a loan like that. 

Mr. Roosrvettr. But you would say as of October 29 the SBA was 
fully informed of the position of the creditors and the problems of 
the creditors ? 

Mr. Lewis. Oh, yes. There was no question about that. 

' Mr. Mutter. During that 2-month period when you say you could 
not get hold of Mr. Brainard or his attorney eal not get him, you 
aa in touch with SBA, did you not, to find out what the progress was 
cf his application ? 

Mr. Lewis. Yes; I did. 

Mr. Mutrer. Had you been told that a loan had actually been ap- 
proved and authorized ? 

Mr. Lewis. No; I never received that information. 

Mr. Muurer. Had you ever been told that it would certainly be 
disbursed ¢ 

Mr. Lewis. No; we never learned the disbursement stage. 

Mr. Mutter. Did you inquire as to what was holding up the final 
approval or authorization or disbursement ? 

Mr. Lewis. Just failure to comply with the wording. 

Mr. Muurer. You made those inquiries of SBA and they told you 
that the applicant had failed to comply with the requirements of the 
authorization ? 

Mr. Lewis. That is correct. 

Mr. Mutter. Now, when was that? 

Mr. Lewis. Well, that would be intermittently I would say between 
November 1—well, just during the month of November, because the 

62408—55 16 
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creditors’ payment was supposed to start on December 15, our first 
payment. 

Mr. Muurer. Well, that was based upon the disbursement of the 
proposed loan, was it not ? 

Mr. Lewis. No; it was not based on the disbursement. The dis- 
bursement, as I understand it, was for the purpose of operating the 
business. He was supposed to make payments to the creditors out of 
proposed profits.that would inure to the company as a result of con- 
tinued operation. 

Mr. Mutrer. When you first got into the picture and you were told 
that the loan had been authorized and papers had to be executed, was 
any indication given to you as to when the money would be made 
available to the Brainard Co. ? 

Mr. Lewts. No; except I thing the SBA was familiar with the pro- 
posal that we were making to the creditors. In other words, we had 
assumed that the disbursement, if it were to be made, probably would 
be made during the month of November 1954, 

Mr. Motrer. This money that you were told Western Electric has 
ready for disbursement and which caused you to think it was an im- 
proper transfer by the Brainard Co., was that money that had been 
transferred to Western Electric by Brainard or was that money that 
had acerued to Brainard by virtue of a contract that Brainard had 
with Western Electric under which the money became payable to 
Brainard from Western Electric ? 

Mr. Lewis. As I understood it, it was money that had accrued: to 
Brainard as a result of delivery of merchandise to Western Electric. 

Mr. Motrer. I hope I have not broken your thoughts. It is nec- 
essary to get this information on the record. 

Mr. Lewis. I can just add this, if this is helpful. I don’t know. 
It may help the commitee in determining the issue before it or it may 
not. 

Mr. Brainard had been associated with a venture known as Perry 
J. Wilson, Ltd., in which as I understood it, substantial investments 
had been made of funds of Brainard Industries. This company be- 
came insolvent and made an assignment to the creditors in October of 
1954. 

Mr. Murer. What was the name of that company, sir ? 

Mr. Lewis. Perry J. Wilson, Ltd. 

Mr. Murer. And where were they located ? 

Mr. Lewis. They were located out in Babylon. I think it was ‘an 
adjacent town to Brainard Industries. 

Mr. Muurer. Do you know what kind of work they did or what 
their business was? 

Mr. Lewis. Some kind of metal machine operation. I don’t know 
just what it was. 

Mr. Muvrer. Was Mr. Brainard an officer of this company ? 

Mr. Lewis. The Brainard Industries owned all of the stock of the 
company and I think Brainard was the president of that company. 

Mr. Murer. Were there any assets assigned ¢ 

Mr. Lewis. There is a piece of real property ; in which Mr. Brainard 
lived that was owned by this corporation. It is a summer place, al- 
though I think it is probably usable for all year around living, and the 
interest and taxes were paid by Brainard Industries Corp. There is 
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that asset, for whatever it is worth, and I think some machinery and 
metal parts that are lying around somewhere in the Brainard plant. 

Now, the reason Western Electric has not taken back their machine 
tools and parts is because of the bankruptcy, and there is no receiver 
or trustee and nobody to deal with, and obviously they are not going 
to interfere with the bankruptcy 

Mr. Mutrer. Don’t you think it is unfair to make that assumption ¢ 
Don’t you think it is just as fair to assume it is pending a reorganiza- 
tion of the company or the possibility of the applicant getting the 
loan or getting new financing ? 

Mr. Lewis. That is my opinion, sir. When I make that statement, 
that is my opinion based on the facts that the bankruptcy petition was 
filed well over 2 months ago. 

I don’t know if there is much more I can add to the statement I have 
already made. 

Mr. Mutrer. You said something to the effect that if $30,000 of new 
capital was put in this venture you thought that it could be reorganized 
and the creditors would go along with such reorganization ? 

Mr. Lewis. I think that if Mr. Brainard raised that kind of cash 
there would be sufficient money to pay off his wages, straighten out 
with the tax situation, and there would not probably be enough left 
for operating capital. 

Mr. Mutrer. Suppose that any time up to the time you filed the 
petition of bankruptcy for these creditors someone would come along 
and lend the Brainard Industries $60,000 to $80,000. Do you think 
that would be sufficient for him to continue to operate and would the 
creditors have gone along with that kind of situation ? 

Mr. Lewis. The creditors would have gone along with a situation 
like that if someone wanted to lend Brainard Industries $60,000 or 
$80,000, yes. 

Mr. Mutter. I use the two figures because the application was au- 
thorized for $85,000 and I understand that subsequently the new appli- 
cation was for the lesser amount of $60,000. 

Do you think with either of those figures, no matter who advanced 
it, if somebody did lend him that. money, that he would have been able 
to continue’and the creditors would have gone along with it 

Mr. Lewis. I think I made the statement before that if somebody 
made that advance as risk capital, that this venture possibly could 
have been started again. Whether it would have failed or succeeded 
is a matter in the lap of the gods. That is very speculative, but I think 
I did make myself clear that it would have to be risk capital coming in. 

Mr. Mutter. If somebody was willing to lend this company $60,000 
on the basis of the creditors giving standby agreements, which would 
mean that they would wait until the loan is paid back, then could this 
venture operate, resume operations ? 

Mr. Lewis. I believe that they could have resumed operations. But, 
unless several things happen, based on the figures he presented, the 
venture would have been doomed because in my experience one out of 
a hundred, or the figure may be even higher, companies that get into 
financial difficulties and offer to pay 100 percent ever make it. So as 
I say, the only reason we went along with it is that we could not have 
gotten anything anyway, and we figured if we did go along, we might 
as well have 1,2, or 3 payments. They are always anxious to make the 
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first payment anyway to stay in business. That was the basis of our 
going along with this unusual agreement from the creditors’ stand- 
int. 

Or. Mutter. That, of course, is based upon your knowledge, in 
part at least, that if an auctioneer were called in to sell out that inven- 
tory, it would be liquidated at next to nothing, if the merchandise on. 
hand, the raw materials and so forth, are sold at public sale, it would 
bring very little, if anything? 

Mr. Lewis. We had estimated that whatever it would bring would 
not be sufficient to pay any dividends to general creditors, especially in 
view of the priorities. 

Mr. Mutrer. But, if there was a company such as Western Electric 
which had a contract with this company and made an agreement to buy 
all that raw material and inventory, at its full cost, then in the event 
the venture subsequently went sour, there then would have been that. 
much money paid into this company for the benefit of its creditors. 
Western Electric would then pay full value to buy this raw material 
and inventory which, otherwise, would be sacrificed at a public sale? 

Mr. Lewis. In doing this, we were in effect giving away this inven- 
tory because it has no value to us. 

Mr. Mutter. If you could get Western Electric into a position where 
they would make a contract to buy the inventory for dollar for dollar 
value, then there could be:a substantial dividend to the creditors of 
the company ? 

Mr. Lewis. That alone would not have netted our available creditors 
1 cent unless this were coupled with many additional factors. 

The Western Electric was not sufficient to carry the plan. So, the 
conversion of the Western Electric inventory into money was all dis- 
bursed. It would have paid some tax claims, would have paid some 
wage claims to some extent and could have been used for new material 
and new labor to some extent so that this conversion of the inventory 
into money would just be one step in the right direction. 

There were, perhaps, 3 or 4 factors that would have had to coincide 
to make this a going business. Despite the fact that this thing had 
gone on for a couple of months, and Brainard at one time had said 
that he had a lot of business on hand, none of it was presented in the 
cash flow statement. It was all business that he honed | to get. Unless 
he got it, this whole picture would collapse. 

Mr. Mutter. He did have firm contracts with Western Electric, did 
re? 

Mr. Lewis. To my knowledge, he did. 

Mr. Mutter. Was it made known to you during this 2-months pe- 
riod prior to the filing of the bankruptcy petition that Western Elec- 
tric had undertaken, was willing to undertake in writing to guarantee 
to buy back the inventory and raw material on hand in the event that 
the company could not operate ? 

Mr. Lewis. I only heard that for the first time this morning be- 
cause, as I said before, Brainard was completely unavailable to the 
general creditors almost from the point the standbys went out a little 
after that, but he kept us completely in the dark. And at that stage, 
in December, when our first payment became due and it was not one, 
the creditors’ committee would not have undertaken to resolicit. the 
creditors for the purpose of getting a modification. 
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Mr. Mutter. I can’t see why a resolution was necessary. 
Mr. Lewis. No, my contact should have been with Brainard and 
Pinter. Pinter was kept in the dark and, of course, when Pinter ad- 
vised me that there was a disposition served and the telephone had 
been disconnected, we both agreed that—lI said, “Is there any chance of 
salvation here?” He says he could not see any, that Brainard is not 
confiding in him. He says he does not see anything to do, but what I 
propose to do for the protection of creditors. 
r. RieHiman. For purposes of identification for the record, Mr. 

Chairman, Mr. Pinter was 

Mr. Lewis. Brainard’s attorney, the firm of Vokher & Pinter. I 
think they are out in Lindenhurst. That is where they are located. 

Mr. Murer. Mr. Seely-Brown? 

Mr. Seetey-Brown. Not at this moment. 

Mr. Mutter. Mr. Riehlman / 

Mr. Rieuiman. No. 

Mr. Murer. Mr. Roosevelt ? 

Mr. Rooseveur. No. 

Mr. Mvurer. Mr. Barnes? 

Mr. Barnes. May I act as my own counsel in asking some ques- 
tions here ¢ 

Mr. Mutter. Yes; you may. 

For the record, this is Wendell Barnes, Administrator of the 
Small Business Administration. Mr. Barnes is not going to testify 


now, he is going to act as counsel for the agency and ask Mr, Lewis 
some questions, 


Is that right, Mr. Barnes? 

Mr. Barnes. Yes, sir. 

Mr, Lémis, have I ever seen or discussed this matter with you before 
today ? 

Mr. Lewis. No, sir; I have never met you before. 

Mr. Barnes. At the risk of being somewhat repetitious, I want to 
emphasize the point that you testified that, I believe, the creditors com- 
mittee was organized prior to October 13, 1954. 

Mr. Lewis. Yes, it was. I think it is in evidence, Mr, Barnes, indi- 
cating that the letter went out on September 24, 1954, and we had been 
called, perhaps, at least I had been called, perhaps a week prior to the 
date of that letter. 

Mr. Barnes. If you know, did the Small Business Administration or 
‘any of its agents or employees have anything whatsoever to do with the 

creation of that creditors committee or in any way with its official acts 
after it was organized ¢ 

Mr. Lewis. Not at all. It was not organized at the instance of the 
SBA, nor did the SBA ever interfere with it so far as I know, and 
I think I would know. 

Mr. Barnes. At the time the proceedings in bankruptcy was filed 
in the court, was there any activity on the part of the SBA or any 
of its agents or employees to in any way influence your judgment or 
the judgment of the creditors committee in determining to file the 
‘bankruptcy proceedings ? 

Mr. Lewis. My action in initiating the proceedings were motivated 
solely by a vote of the creditors committee and because of the prior 
acts along which I testified to such as the disconnecting of the tele- 
phone, the unavailability of Brainard, and other things of that nature. 
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Mr. Barnes. If you recall, did a Mr. Horner of our New York office 
telephone you sometime after the first of the year with reference to 
obtaining amendments to the standby agreements which had previ- 
ously been furnished by the creditors committee? 

Mr. Lewis. I recall a Mr. Horner calling me, and I had one con- 
versation with, I think it was Mr. Horner or somebody else, I am 
not sure, to the effect that the agreements should not be returned to 
anyone but myself. 

Mr. Barnes. Do I understand your testimony that you so instructed 
Mr. Horner to that effect ? 

Mr. Lewts. Definitely. 

Mr. Barnes. Did you inform Mr. Horner that the creditors would 
not amend the standby agreement they had formerly executed ? 

Mr. Lewis. Well, I think we informed Mr. Horner that as far as 
the credit was concerned, we had completely washed our hands, and 
were filing a petition, and that whatever salvation this corporation 
was to have—I do not know that I mentioned that to him, I may have— 
would be under chapter 11: Proceedings for Reorganization—for 
arrangement, I should say. 

Mr. Barnes. You were familiar with the progress of this applica- 
tion in a general way, but were you ever informed directly by any 
agent or employee of the SBA that this loan would not be disbursed ? 

Mr. Lewis. I do not know if I can state it that definitely, no. 

Mr. Barnes. In your opinion, and I am asking you for an opinion 
on that matter, as an attorney for the creditors and being familiar 
with the overall activity in connection with this company, was it 
your opinion that the SBA was attempting to be helpful to this 
borrower ¢ 

Mr. Lewis. In my opinion, based upon my knowledge of the time 
the Small Business Administration had entered in it, I would say 
they had gone out of their way to satisfy Brainard. In fact, I was 
amazed at the attention he was given at the SBA. 

I spent-1 complete day up:there witha Mr. Benedict and Mr. David- 
son, and when I say a complete day, I mean from about 10 to 4:30. 

Mr. Mutrer. What was the date of that meeting ? 

Mr. Lewis. October 29. I had been requested to come up there 
again from time to time, but I stayed away. That is, I was requested 
by Brainard to come up, but I had the impression he was parked on 
the doorstep of the SBA every day at that time, anyway, between 
October 29 and about November 15, or perhaps a couple of days after 
that. 

Mr. Maness. How did you arrive at this impression ? 

Mr. Lewis. Based upon the telephone calls I have received from 
Mr. Pinter, Mr. Brainard, and based upon my having been there 
myself for a complete day. 

Mr. Roosevett. I wanted to ask this. I thought you previously 
testified yowcould not.reach Mr. Brainard? 

Mr. Lewis. This is, I say, when the marriage was succesful, on 
October 29, shortly after the creditors committee had evidenced their 
desire to cooperate with Brainard. They had this all-day meeting 
there on October 29 in an effort to agree on a form for a letter that 
would be sent out to creditors for the purpose of inducing them to 
sign the standby agreements. Initially, as I say, the cooperation 
was very close. 
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‘Mr. Maness. And this meeting took place at the office of the SBA in 
New York? 

Mr. Lewis. At the office of the SBA. 

Mr.-Maness. ‘And the purpose of it-was to get the letters to the 
creditors in reference to the standby agreements ¢ 

Mr. Lewis. That is correct, sir. 

Mr. Maness. And subsequent to that, the letters were sent down ‘ 

Mr. Lewis. Yes, the exhibit you have there is the product of our 
meeting of October 29. 

Mr. Wives Is this the item upon which the recommendation was 
based ¢ 

Mr. Lewis. At the time SBA—LI had seen the authorization ; yes, sir. 

Mr. Maness. You had personally seen that the authorization had 
been given ¢ 

Mr. Lewis. That is correct. 

Mr. Maness. One of the criteria for the authorization was stand- 
by agreements ? 

Mr. Lewis. Yes, sir. 

Mr. Maness. Were the creditors willing to go along with the 
standby agreements ? 

Mr. Lewis. The creditors went along and received the forms from 
the SBA. I do not know whether Mr. Brainard brought them to 
the creditors or somebody else. We did solicit and send them out, 
received them back, and they were eventually transmitted to SBA. 

Mr. Maness. When was the first time you learned about amend- 
ments to the standby agreements 
Mr. Lewis. I think it was after the petition of bankruptcy was 
filed. 

Mr. Maness. Who called you? 

Mr. Lewis. I had a call from SBA. I think Brainard was there 
at the same time because I spoke to someone in SBA, it must have 
been.Mr. Horner, and Mr. Brainard. Brainard had been trying to 
pick up these standby agreements after the petition was filed, if I 
recall correctly, and I had called Mr. Horner, or whoever the repre- 
sentative of the SBA was at the time, that we regarded anything we 
had done at an end, that the bankruptcy had intervened, that so far 
as the creditors were concerned, they would not want to do anything 
else. 

Mr. Maness. When for the first time did you tell SBA not to deliver 
the standby agreements to Mr. Brainard. 

Mr. Lewis. Well, I think they understood that all along, that these 
were solicited by the creditors, by the creditors committee, specifically 
for this authorization. 

Mr. Maness. They were solicited by the creditors committee. You 
also stated, I believe, that they were delivered to the SBA by Mr. 
Bramard ? 


Mr. Lewis. Yes, I did. They were delivered and, I think, I sent 
some out myself. 


Mr. Maness. And they were to be the property of the SBA, were 
they not? 

Mr. Lewis. That is right. They were on SBA forms. If they were 
not to be used, they were properly returnable to the creditors because 
it compromises claims of creditors. 
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Mr. Maness. Was there any written communication or telephone 
communication between you and the SBA as to their effect? 

Mr. Lewis. I do not believe there was, formally. 

Mr. Maness. When for the first time did you learn that the SBA 
would not make disbursement ¢ 

Mr. Lewis. Sometime in January, I suppose. I think it was after 
the petition was filed, or it might have been, my recollection now is 
that it might have been some time in December. But, I know we 
had reached the point with Brainard where whether the SBA did or 
did not do anything, it was immaterial. We felt that if he were going 
to do anything, he must do it in the Federal court under chapter 11 
proceedings and if the SBA wanted to come in, they would have to 
come in under an arrangement like that. 

Mr. Maness. You may continue. 

Mr. Barnes. Mr. Lewis, we have been referring to standby agree- 
ments. Are they not agreements on the part of the conten to 
forebear ? 

Mr. Lewis. They are, sir. 

Mr. Barnes. Do they not require consideration from the other party 
to give them complete validity ? 

Mr. Lewis. Well, they are delivered with the understanding and 
presupposition that SBA will advance money to Brainard. If they 
do not, then the delivery, I would say, was conditional and the agree- 
ments would be abrogated. 

Mr. Barnes. But they are very valuable pieces of paper, are they 
not ¢ 

Mr. Lewis. I felt that we would have, certainly, a duty or obliga- 
tion to return them to the creditors who signed them if this loan did 
not go through. 

Mr. Barnes. And insofar as the SBA is concerned, if those agree- 
ments to forebear were not properly executed by officials of the com- 
pany, they would not be binding on that company. -Is that not 
correct ? 

Mr. Lewis. Well, it all depends upon the nature and manner of 
execution. I would say that if they merely left off a corporation 
seal or somebody did not describe his office, that, nevertheless, from a 
practical standpoint, the standby agreement would be binding. That 
would be for the SBA to determine. 

Mr. Barnes. It is a matter of legal opinion as to the validity of 
the agreements to forebear to accomplish their purpose ? 
Mr. Lewis. That would be something for the SB) to pass upon. 

Mr. Barnes. And you did not yourself attempt to pass upon the 
legal significance of each individual document ? 

Mr. Lewis. We did not care what we gave you so long as you ad- 
vanced the loan. I would say we would try any agreement that was 
presented. 

Mr. Barnes. Now, do you have knowledge of any matter relating 
to a thousand-dollar-a-month salary that Brainard was to obtain from 
some subsidiary company ? 

Mr. Lewis. Well, the only knowledge I have about that is this. .In 
the authorization there was what. we thought was a curious. omission, 
the omission being the fact that Frank Brainard was not. authorized 
to draw any money from the corporation during this entire period 
of time. We wondered how Brainard was going to live. We ques- 
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tioned him and found out that he did not have any income or means. 
We received the story that, well, he did not need any money because 
the Brainard Industries paid a thousand dollars a month, or were 
supposed to pay a thousand dollars a month, to Brainard, something 
else, International Aircraft, or something like that, as a service charge, 
and that Brainard had said he would draw this money and be in a 
position of not paying taxes. I mean that he said that was a device 
that somebody hadl thought up for him in order to avoid payment 
of income taxes. Generally, the creditors’ committee would have been 
very much concerned with it, but in this particular case it did not make 
a particle of difference because there was nothing for the creditors. 

r. Maness. Mr. Lewis, would you identify the item as to the date 
and place of the conversation. 

Mr. Lewis. That was at a creditors committee meeting, sir. 

Mr. Manegss. Who told the story about this thousand dollars? 

Mr. Lewis. It would be Mr. Brainard. We questioned him about 
the salary. We asked him how he was going to get along during this 
interim period. It was almost a year. 

Mr. Maness. What was the date of that meeting / 

Mr. Lewis. I could not tell you the date, sir, but it would be some- 
time between October 1 and maybe November 1, somewhere in that 
period, I would say in the month of October or a week or two, some- 
where in there. 

Mr. Barnes. Are you familiar with all of Mr. Brainard’s personal 
debts and obligations, or just the ones pertaining to his company ? 

Mr. Lewis. The only ones I was familiar with to some extent are the 
ones pertaining to his company. 

Mr. Barnes. Do you know of anything other than company bills? 

Mr. Lewis. Iam not familiar with those. 

Mr. Barnes. Have you discussed this matter in detail with Mr. Fred 
Fisher, the company accountant ? 

Mr. Lewis. Well, Fred Fisher attended all the meetings of the 
creditors committee and, of course, we went over the cash-flow sheets 
rather carefully and discussed them and particularly the method of 
operation and the failure of Mr. Fisher to countersign the checks as 
the committee had agreed he would. 

Mr. Barnes. I have specific reference to the taking of an inventory 
by Mr. Fisher and his certification as to that inventory. 

Mr. Lewis. Well, that question came up after the last meeting of 
creditors, which was held sometime in December, the Christmas week 
of 1954, when Mr. Fisher was there, and we had all been expecting 
Mr. Brainard to be there. Mr. Fisher made the comment that some- 
body in his office had signed a letter without authorization regarding 
the inventory and he was thoroughly upset about it. I do not know 
= he had gotten it back at that time or had made an attempt to get it 

ack—— 

Mr. Barnes. Do you know what that letter was that was signed 
without his permission ? 

' Mr. Lewis. I think it was the letter referred to here earlier in the 
day by Mr. Brainard, I think he testified to having induced Mr. 
Fisher’s secretary to sign it 

Mr. Barnes. Waita moment. Who induced? 

Mr. Lewis. Mr. Brainard or his brother, I forget whom he said, 
got it at Fisher’s office at 120 Broadway. I think he testified that he 
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had got this letter on Fisher’s stationery and that it had been signed 
by the girl without Fisher’s authorization. When Fisher lank out 
about it, I know at the meeting he was rather upset about it because 
he did not wish to issue that letter with its contents. 

Mr. Maness. Mr. Lewis, are you referring to the testimony of Mr. 
Brainard or are you referring to the statement made by Mr. Fisher 
at a meeting of the creditors ? 

Mr. Lewis. I am referring to both. 

Mr. Maness. Are you now making your own analysis? 

Mr. Lewis. No; I am quoting a conversation, I am repeating a 
conversation with Mr. Fisher 

Mr. Maness. Will you repeat that, sir ? 

Mr. Lewis. Mr. Fisher said that he was upset because that the girl 
in his office had issued a letter without his authorization. That was 
the first letter of that kind that had ever been issued. And he was 
taking steps, he had notified, I think, the SBA the next day that he 
tiad—I do not recall whether he had gotten it back or had tried to 
vet it back. 

Mr. Rrentman. Mr. Chairman, maybe Mr. Barnes is going to fol- 
low this line of questioning, but I think the committee would be 
vitally interested in the content of that letter. I think it was referred 
to this morning by Mr. Brainard, but I think the committee, if the 
SBA has the content or counsel has it—was it completely quoted ? 

Mr. Lewis. I think it was quoted into the record, sir. I am not sure. 

The only thing I knew from Mr. Fisher was that such a letter had 
been sent. I did not know the date or the contents. I think it was 
quoted here today. 

Mr. Rientman. If it was quoted from, it is in the record. 

Mr. Lewis. It is in the record, I suppose. 

Mr. Rieutman. I was anixous to have that information available 
for the committee. 

Mr. Barnes. Would you recognize the letter or its contents if you 
saw it? 

Mr. Lewis. No, sir. I say, I am familiar with the contents but I 
would not—— 

Mr. Barnes. Do you remember the date ? 

Mr. Maness. Did you see the letter? 

Mr. Lewis. No, sir. Mr. Fisher just referred to it. 

Mr. Rreutman. Let’s get the record clear. Mr. Fisher referred to 
to this letter in the creditors’ meeting; is that correct ? 

Mr. Lewis. That is correct, sir. 

Mr. Rren~man. And he was the accountant for the Brainard Corp. ? 

Mr. Lewis. He was the accountant for the Brainard Corp. and he 
had been also designated by the creditors’ committee. 

Mr. Riruiman. I think, if it is permissible, Mr. Chairman, and if 
Mr. Barnes has the letter, I would appreciate having it reread into the 
record. 

Mr. Roosevevr. Would you read the letter at this time, Mr. Barnes? 

Mr. Manerss. Mr. Brainard testified as to the contents of the letter 
and I think it is in the record. 

Mr. Sreiy-Brown. This can be used when Mr. Barnes presents his 
own testimony. 

Lon r. re te If you want to use it in your own testimony, that is 
all right. 
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Mr. Barnes. All right. 

Mr. Roosevet. But, you cannot mtroduce it now because you are 
cross examining the w itness. 

Mr. Barnes. That is all right. I may have touched on this a 
minute ago, but I want to be certain. Did you ever talk with Mr. 
Ross Davis? 

Mr. Lewis. I do not believe I did. I may have, but I do not recall. 

Mr. Barnes. To the best of your recollection, again, did any em- 
ployee or agent at the Small Business Administration indicate to you 
prior to late in January when the authorization of this loan was ac- 
tually canceled that the loan would not be disbursed ¢ 

Mr. Lewis. No, I do not believe so. 

Mr. Barnes. That is all. 

Mr. Roosevett. Mr. Brainard, do you or your counsel wish to cross- 
examine the witness ? 

Mr. Bratnarp. I am not a lawyer or I am not a counsel, but I would 
like to ask him some questions if I may. 

Mr. Roosrveir. Yes, you may. You are still under oath. 

Mr. Brarnarp. Surely. Mr. Lewis, might I ask you who invited 
you to testify? 

Mr. Lewis. Yes, the committee here. 

Mr. Brarnarp, You asked for him to testify ? 

Mr. Maness. Let the record indicate that the committee, at the-re- 
quest of the Small Business Administration, advised Mr. Lewis of 
these hearings and told him he might appear if he so desired, at his 
own expense. 

Mr. Rreniman. Let’s get the record clear. There was absolutely 
no request from SBA or the committee that he come. He was in- 
formed of the committee’s meeting because of his interest in this 
problem. 

Mr. Maness. Mr. Chairman, may we introduce the letter of March 
4, 1955, signed by the chairman of the committee ? 

Mr. Roosevetr. I think it would be well if you introduced it and 
put it in the record. 

Mr. Maness. The letter is on the stationery of the Select Committee 
on Small Business of the House of Representatives of the United 
States, 84th Congress, March 4, 1955, addressedto Mr. Arnold R. 
Lewis, 3 32 Broadway, New York, 'N. Y. 


‘Please be advised that Subcommittee No. 2 of this committee, of which I am 
chairman, and the Honorable Joe L. Evins and the Honorable R. Walter Riehl- 
man are members, has been established to review the operations of the Small 
Business Administration and its activities in the field of loans, Federal procure- 
ment, disposal, and other small-business problems. Public hearings are sched- 
uled to continue on March 8, 1955, at 10 a. m., in room 1435 of the New House 
Office Building. 

It has been suggested to the subcommittee that you may have some valuable 
information concerning the loan application of the Brainard Industries, Inc., 
Lindenhurst, Long Island, N. Y., with the Small Business Administration. 

If you desire to appear and give to the subcommittee any information you 
may have which would prove beneficial in the inquiry into the activities of the 
Small Business Administration, it would be appreciated if you would advise 
me at your earliest convenience as to whether you can appear on March 8, 9, or 
10 and give such testimony. In this connection, however, the subcommittee has 
no authority to reimburse witnesses for any expense incurred by them in appear- 
ing at these hearings. 
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In the event that you cannot appear in person and desire to submit a written 
statement which will be made a part of the record, you may mail such statement 
to the committee, to my attention. 

Sincerely yours, 
(Signed) Appanam J. MULTEeR, 
Chairman, Subcommittee No. 2. 


Mr. Roosrver. I might say at this point, when the words are used 
“it has been suggested to the subcommittee,” I believe that suggestion 
was made by the SBA. Is that correct ? 

Mr. Barnes. I suggested it to Mr. Maness. 

Mr. Roosrverr. You may proceed. 

(The letter referred to is as follows :) 


SELECT COMMITTEE ON SMALL BUSINESS OF THE 
HOUSE or REPRESENTATIVES OF THE UNITED STATES, 
Washington, D.C., March 4, 1955. 
Mr. ARNOLD R. LEwIs, 
2 Broadway, New York, N.Y. 


Deak Mr. Lewis: Please be advised that Subcommittee No. 2 of this committee, 
of which I am chairman, and the Honorable Joe L. Evins and the Honorable R. 
Walter Riehlman are members, has been established to review the operations of 
the Small Business Administration and its activities in the field of loans, Federal 
procurement, disposal and other small-business problems. Public hearings are 
scheduled to continue on March 8, 1955, at 10 a. m., in room 1435 of the New House 
Office Building. 

It has been suggested to the subcommittee that you may have some valuable 
information concerning the loan application of the Brainard Industries, Inc., 
Lindenhurst Long Island, N. Y., with the Small Business Administration. 

If you desire to appear and give to the subcommittee any information you 
may have which would prove beneficial in the inquiry into the activities of the 
Small Business Administration, it would be appreciated if you would advise 
me at your earliest convenience as to whether you can appear on March 8, 9, or 
10, and give such testimony. In this connection, however, the subcommittee has 
no authority to reimburse witnesses for any expense incurred by them in appear- 
ing at these hearings. 

In the event you cannot appear in person and desire to, you may submit a 
written statement which will be made a part of the record. Mail such statement 
to the committee, to my attention. 

Sincerely yours, 
ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2. 


Mr. Brarnarp. At the time of our first creditors’ meeting, did I not 


= the reason for gathering the creditors together was that I had 
a loan application on file with the SBA and which it was understood, 


that I must obtain standby agreements for trade creditors, and, there- 
fore, that was the reason for calling that meeting ? 

Mr. Lewis. Not according to my recollection, Mr. Brainard. As I 
recall it, you asked us to call a meeting to discuss the problems. All 
the time we had been discussing your getting additional risk capital. 

In fact, I have here a letter of August 11 for the purpose of my re- 
tremping my recollection, if I may refer to it? 


It refers to the fact that back in August, the early part of August, 
you had been in touch with me and stated that you were going to call 
a meeting of your creditors at that time. Then I say in this letter— 
this is August 11: 


Frank Brainard called me at my home last night and stated he has been 
traveling through the country and had booked an enormous amount of business 
for his company. He stated that he had also made arrangements for addi- 
tional financing, that he expects to be in a position to pay this account in full by 
Monday, August 16. He has discarded the idea of calling the creditors com- 
mittee because of his apparent success in introducing new capital. 
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If all goes as planned, we will, of course, let you know and if we are success- 
ful, ete. 


When we spoke to him he seemed to be quite glib and competent and, based on 
our conversation with him, we think that we can reasonably expect payment. 
Of course, there is many a slip between the cup and the lip. 

Mr. Roosevetr. Will you identify that? 

Mr. Lewis. It is a letter which we wrote August 11 at my office. 

Mr. Maness. A letter you wrote to whom? 

Mr. Roosrvert. Addressed to Dun & Bradstreet at Los Angeles. 

Mr. Maness. Could you submit this, or would you want this? 

Mr. Lewis. That is the only copy I have. I think I have read it 
substantially. 

Mr. Bratnarp. Going back to my question, is that not the reason 
for gathering the standby agreements, and getting the people to go 
along with the SBA loan, as the reason we had that meeing? 

Mr. Lewis. My recollection is that this question of an SBA loan 
came up at the first meeting of the creditors committee, not at the 
general meeting of the creditors. I did not know at the time the 
meeting was called that you had any connection with the SBA or 
were making application to the SBA. 

Mr. Maness. Are minutes kept at those meetings ? 

Mr. Lewis. No. 

Mr. Brarnarp. I would like to suggest here that Mr. Orling be 
called to this committee, the chairman of the creditors committee, 
because he is a credit manager of Kaiser Aluminum, and it was with 
him that I worked out the details. 

Mr. Roosevett. I am afraid you are going to have to just ask ques- 
tions. If you want to testify when you come back, that is all right. 

Mr. Brartnarp. You stated, I believe, in your testimony, that you 
had not previously known when you were out at SBA’s office, that 
you had not known that we had an authorization for that loan, is 
that true? 

Mr. Lewis. The first time I saw the authorization, I think, was on 
October 29, 1954, which is the first and only time that I met Mr. 
Benedict and Mr. Davidson. 

Mr. Maness. Mr. Lewis, when did you first arrange for the standby 
agreements ¢ 

Mr. Lewis. That was arranged at this conference on October 29. 

Mr. param, That was the first time you learned of the authori- 
zation ¢ 

Mr. Lewis. According to what I see on here, I have a copy of the 
authorization, it was received on October 21, 1954. So, I could not 
have known about it much before that. 

Mr. Maness. This meeting of creditors that was called at your 
office at the request of Mr. Brainard. Did the credit manager of the 
Kaiser Aluminum phone you in reference to calling the creditors’ 
meeting ? 

Mr. Lewis. There was a Mr. Orling, I think, the credit manager of 
Kaiser Aluminum on that committee. I think he is the chairman 
of that committee, sir. 

Mr. Maness. Did he call you in reference to this meeting? 

Mr. Lewts. I believe Mr. Davis of the New York Creditmen’s Asso- 
ciation had called me in connection with it. 

Mr. Maness. Did Mr. Orling call Mr. Davis? 
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Mr. Lewis. I believe he must have, yes. I think the Kaiser firm 
members of the New York Creditmen’s Adjustment Bureau. 

Mr. Maness. Didn’t you testify previously to the effect that Mr. 
Orling had called you in reference to this matter, or the credit man- 
ager of the Kaiser Aluminum, had discussed the Brainard problem / 

“Mr. Lewis. Y es, at the creditors committee meeting. After they 
were organized. We discussed Brainard Industries at our creditors 
committee meetings, which was after the first meeting was called. 

Mr. Maness. What was the discussion that took place at the first 
meeting ¢ 

Mr. Lewis. The first meeting was a meeting of all of the creditors 
of Brainard Industries. At that meeting a creditors committee was 
elected from the group. Thereafter, the creditors committee had 
meetings of its own that consisted of 5, 6, and 7 representative people. 

Mr. Maness. What was the date of this first meeting ? 

Mr. Lewis. You have that in 

Mr. Roosrvetr. October Ist. 

Mr. Lewis. October Ist. 

Mr. Srerity-Brown. When you say the October 1st meeting, you 
referred to the general creditors ? 

Mr. Lewis. That is right, sir. 

Mr. Seety-Brown.. And at. that time-you formed a credit—— 

Mr. Lewis. A creditors committee, yes. 

Mr. Srety-Brown. A creditors committee. 

In other words, we want to make sure we know to which group we 
are referring. 

Mr. Lewis. There was only one meeting of the general body of 
creditors and that was the October Ist meeting. Any other meeting 
I refer to is the creditors committee. 

Mr. Seety-Brown. Thank you. 

Mr. Roosrvetr. Mr. Brainard ? 

Mr. Brartnarp. The standby agreements which I have te SBA were 
given to me by you in your office, is that correct ? 

Mr. Lewrs. You came in one day, and I think it was toward the 
end of the day, and you said all you needed was these few remaining 
agreements and you were going to pick up a check from the SBA. 

Based on that, I gave them to you. to take up for that purpose, to 
deliver to the SBA, yes. 

Mr. Mr. Brarnarp. I said that all I neded to do was pick up the 
check ? 

Mr. Lewis. That was all that was standing in your way with the 
agreements that I had, and you were going up to pick up the check. 

Mr. Brarnarp. That is true. I believe not to pick up the check, 
but we believed that we would be able to get disbursement with the 
standby agreements. 

Mr. Lewis. Yes. 

Mr. Brarnarp. Now in order to get those standby agreements that 
you were holding to add to the rest of them that I had, you refused to 
give them to me > unless I signed a letter agreeing to pay you $5,000. 
Isn't that true? 

Mr. Lewis. That is correct, sir. 

Mr. Roosrvetr. Going to pay who $5,000? 

Mr. Brarnarp. Him. 
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Mr. Lewis. Yes, that is right. By way of explanation let me say 
this. 

Mr. Brarnarp. Him personally. 

Mr. Lewis. The debtor’s obligation is to pay all the administration 
expenses incurred by creditors. In this particular case the creditors 
committee approved the fee of $5,000. Mr. Brainard came in and 
said he did not have a dime to pay, no capital at all could be in- 
troduced. 

Based on his plea, we then signed a letter agreeing to accept our 
fee‘in installments. It was done for his benefit and for the purpese 
of taking it up to the SBA to expedite his loan. Otherwise, we would 
have been an outstanding creditor of $5,000 and SBA would not have 
given him the loan. 

Mr. Reosrvettr. Mr. Lewis, I think the committee would like to 
have that letter if you have it? 

Mr. Brarnarp. I[ have it, November 18, 1954. I think I may have 
a copy of it here. 

Mr. Maness. Mr. Lewis, if he has a copy of it, would you identify 
it and read it into the record with him. Or, would you prefer read- 
ing it into the record ? 

Mr. Lewis. Surely. It is dated November 18, 1954 and addressed 
to-our firm. 

Mr. Bratnarp. Written by whom—— 

Mr. Maness. Just a moment, Mr. Brainard. 

Mr. Lewis (reading) : 


In consideration of our general creditors having executed standy agreements 
with the Small Business Administration, we agree to make the payments speci- 
fied in the letter of New York Creditmen’s Adjustment Bureau, Inc, dated 
Uctober 29, 1954, and which was circulated to general creditors in order to obtain 
their consent to the standby agreement and to extending the time of the pay- 
ment of our.debt to it. If any payment is not made when due, the remaining 
batance shall become immediately due and payable at the option of the creditors’ 
committee. 

It is further understood and agreed that the safeguard provisions including 
assignment of lease are to be effective only after the Small Business Administra- 
tion is paid off, and are hereby ratified and confirmed and form an integral part 
of the agreement between our general creditors and ourselves. 

These provisions are to become operative at the option of the creditors’ 
comm ’'‘ttee in the event we default in making any of the payments of any other 
condition. 

We also agree to pay Young, Balback, Tilford & Lewis the sum of $5,000 
as and for their services rendered to the creditors’ committee as follows: $100 
on November 26, 1954, and the balance at the rate of $100 each and every 
week thereafter until the full amount of $5,C00 shall have been paid. 

We also agree to pay to the New York Creditman’s Adjustment Bureau, Inc., 
the sum of $1,200 as follows: $100 on December 1, 1954, and the balance at 
the rate of $100 monthly on the first day of each and every month thereafter 
until the full amount of $1,200 shall have been paid. 

Very truly yours, 
BRAINARD INDUSTRIES, INC., 
By FRANK BRAINARD, Jr., President. 


and approved by my firm as attorneys for the creditors’ committee and 
sama S me. 

I might say that in no case that I have ever participated in have I 
ever accepted any installment. arrangement like this. A fee for normal 
administration expenses is paid immediately in cash at the time the 
deal is consummated. 
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This letter was given to him to take up because the SBA had raised 
the question of the payment of the administration expenses. And 
if there were a $5,000 obligation outstanding, he told me that would 
terminate the loan. 

Mr. Rooseve.t. Mr. Brainard, proceed. 

Mr. Brarnarp. Did you not tell me that your actions with regard 
to our company would be entirely outside of the SBA situation because 
you knew that they only allow, I believe it is, 5 percent of the amount 
of the loan as counsel fees for such a loan and that you wanted $5,000, 
and, therefore, this letter would be completely outside of SBA and, 
therefore, you would not have to file any papers with SBA? 

Mr. Lewis. Mr. Brainard, if I could aes gotten 5 percent of the 
loan from the SBA, believe me, I would have taken it; 5 percent of 
the loan would be approximately $4,000 in cash, and I certainly would 
have taken $5,000 in cash in preference to a promise by you to pay 
$100 a week. 

Mr. Brarnarp. I am not sure it is 5 percent. Maybe it is 1 percent 
or a half of 1 percent? 

Mr. Lewis. No, the question came up. Let me refresh your recol- 
lection. SBA properly and normally authorized payment of fees for 
anybody who assisted in getting a loan. Those were finally reduced 
to Mr. Pinter, your own attorney, and the accountant, Mr, Fisher. 
That is how that discussion came up. 

But, if you had offered me 5 percent of the loan believe me, Mr. 
Brainard, I would have been happy to take it. 

Mr. Brarnarp. I would like to—— 

Mr. Rooseveit. Address your questions to the witness, please. 


Mr. Brarnarp. It was the fact that they would not allow any fee 
like $5,000 because inn knew that it was exorbitant and that 


you would not file with SBA. 

Mr. Lewis. I do not know if it requires an answer. But, the state- 
ment is, on the face, ridiculous because the only fee that SBA could 
allow for services rendered in connection with the loan—99 percent 
or 90 percent of the service that we rendered was for the general 
creditors’ committee, not for the SBA. 

Mr. Brarnarp. Any idea how many hours you spent on our work 
that you charged $5,000 for? 

Mr. Lewis. These—— 

Mr. Roosgvetr. I do not think you have to answer that. I do not 
think that has any bearing on this. 

Mr. Brarnarp. You made a statement here that you with the 
creditors’ committee would sign any standby agreement that was 
given to you. Am I correct? 

Mr. Lewis. At that time, yes. When we circulated it, yes, they 
would have signed any agreement. 

Mr. Brarnarp. But did you not refuse to sign it as it was presented 
to you, and require a rider to be attached to it ? 

Mr. Lewis. We did not require the rider, the SBA required the 
rider. 

Well, let me put it this way. The rider was required whether it 
was by SBA or us for the purpose of permitting you to make the 
payments as outlined in that letter that was sent to the creditors. 
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Without that rider, under the authorization that was obtained from 
the SBA, you would not have been permitted to make any payments at 
all to creditors. 

Mr. Brarnarp. That is right. Therefore, you would not have 
assigned them ? 

Mr. Lewis. In that form, yes, that is right. 

Mr. Brarnarp. That is different from what you said. You said 
that the action in filing for bankruptcy had nothing to do with any- 
thing from SBA, that was just a vote of the creditors’ committee. 
That is not true? 

Mr. Lewis. Well, I said that the petition was filed after a vote of 
the creditors’ committee was taken, yes. 

Mr. Brarnarp. But you also said at the beginning of that question 
that it had nothing to do with what—— 

Mr. Lewis. At that time, Mr. Brainard, the SBA was an immaterial 
factor. It was your unavailability and lack of cooperation that was 
the motivating factor in filing this petition. 

Mr. Brarnarp. I would like to read your letter to the creditors. 

Mr. Mangss. Is this in connection with the bankruptcy ? 

Mr. Roosevert. Put it in the form of a question to the witness. 

Mr. Brarnarp. Did you not put this in the form of a letter to the 
creditors: 

Supplementing our letter of October 29, 1954, we have been informed that the 
Small Business Administration had declined to make the cash advance to the 
above-named company. Therefore, they were not in a position to carry out their 
offer to pay creditors over a period of 1 year from December 15, 1954. 

On January 3, 1955, an involuntary petition in bankruptcy was filed against 
the above-mentioned debtor. An extensive investigation can now be made under 
the provisions of the Bankruptcy Act. 

Mr. Lewts. What is the date on that letter ? 

Mr. Brarnarp. January 4. 

Mr. Lewis. That was sent by the creditmen’s adjustment bureau, 
yes; not by me. 

Mr. Brarnarp. Did you prepare this letter ? 

Mr. Lewis. No, sir. 

Mr. Bratnarp. Did you have anything to do with it ? 

Mr. Lewis. I advised him of the fact that we were filing the 
petition. 

Mr. Maness. Do you know who advised them that the loan was not 
being disbursed ? 

Mr. Lewis. We all, at the meeting, discussed it and knew from a 
business standpoint that the loan was not going to be disbursed. 

Mr. Maness. You say from a business standpoint. What is the 
meaning of that, sir ? 

Mr. Lewis. I mean the fact that the telephone had been discon- 
nected, the fact that he was away from the business a month or two, 
that there was a disposition. 

We assumed the jig was up and that was the end of the business. 

Mr. Brarnarp. Why is it important to return the standby agree- 
ments to the trade creditors after an expiration of a loan or expira- 
tion of a loan authorization ¢ 

Mr. Lewis. They are agreements executed by the creditors for the 
purpose of having Brainard Industries obtain the loan. We feel that 
if this loan is not obtained, that they should be returned to the credi- 
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tors and not floating around to the four corners of the earth where 
they can come into hands that might tamper with them because there 
have been changes made in them already. 

Mr. Maness. Who made those changes ? 

Mr. Roosevetr. Mr. Seely-Brown ? 

Mr. Seety-Brown. The committee counsel has asked the question 
that I wanted to ask when I heard that statement. 

Mr. Lewis. I say, changes have been made, say, in ink. We just 
wanted to get them back. We felt we had slighted them, and we had 
the obligation to return them. 

Mr. Maness. Who had control of these standby agreements? 

Mr. Lewis. Originally they would come into the creditmen’s ad- 
justment bureau. One time they were given to Brainard. I gave 
him some for the purpose of taking them up to the SBA. I under- 
stand that they have the agreements at the present time. 

Mr. Maness. When did you see them for the next time ? 

Mr. Lewis. I have not seen them since. 

Mr. Maness. How do you know there were changes made ? 

Mr. Lewis. When I say changes, they were standby agreements 
brought in in which, for instance, amounts might have been inserted 
or things like that. 

Mr. Maness. Brought in where, sir? 

Mr. Lewis. They were sent back to creditors. 

Mr. Maness. By whom? 

Mr. Lewis. By the New York Creditmen’s Adjustment Bureau or, 
sometimes, Brainard himself. If there was a defect, I think that was 

ointed out by the SBA, and it would be taken around to the particu- 
fad creditor to have it inserted. 

Mr. Maness. Who made these changes? 

Mr. Lewis. As far as I know, the creditors would. 

Mr. Maness. Then they were not tampered with ? 

Mr. Lewis. I say, they could have been. I did not make any accu- 
sations that anybody tampered with them. I said, if they were left at 
the four corners of the earth, a lot of things could happen to them, 
and we wanted to return them to the people who signed them for a 
particular purpose. 

Mr. Maness. But you also stated, Mr. Lewis, that they were tam- 
pered with and there were changes made. 

Mr. Lewis. When I say changes, I mean amounts might have been 
inserted in ink. I did not make any accusation of tampering, sir. I 
want that made very clear. 

Mr. Roosevetr. Mr, Brainard ? 

Mr. Brarnarp. Just one question. 

You mentioned that you do not remember having talked with Mr. 
Ross Davis. Do you remember when I talked with you last on the 
telephone, asking your permission to have SBA give me the standby 
agreement so that I could get them in proper shape to hope to get the 
disbursement of this loan, and a lawyer called you and talked with 
you at that time? 

Mr. Lewis. Yes. I thought, as I said, it was Mr. Horner or some- 
body else in the SBA. If you tell me it was Mr. Davis, Mr. Brainard, 
it was Mr. Davis. 

Mr. Brartnarp. What did this man that you were talking with 
at that time say with regard to the status of the authorization ? 
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Mr. Lewis. Well, he said you were up there, you wanted to take 
them. 

Mr. Brarnarp. Those are standbys. I am talking about the au- 
thorization, what did he say with regard to that? 

Mr. Lewis. You were up there for the purpose of taking the standby 
agreements. The purpose of the call was to inquire of me whether 
those standby agreements should be released to you. 

I told the caller that under no circumstances should the standby 
agreements be released to you. ae 

Mr. Brarnarp. Mr. Arthur Davis, in discussing the authorization 
with you at that time, made a statement that I heard. I will ask 
you if you recall it. ; 

He said the authorization is still outstanding. I will put it that 
way; do you remember that ? 

Mr. Lewis. This conversation you are referring to was after the 
bankruptcy. Is that correct, Mr. Brainard ¢ 

Mr. Brarnarp. Right. 

Mr. Lewis. The only thing I told Mr. Davis, if I told him anything, 
was that in view of the ieee. we were not concerned with any 
phase of Brainard Industry any more except that he should not 
release the standby agreement to you or anybody in your behalf. I 
would not discuss anything because the loan, after the bankruptcy, 
would have been academic. 

Mr. Brarnarp. Well, if the loan was disbursed while the authori- 
zation was still outstanding, then the bankruptcy would be academic. 
Is that not true? 

Mr. Lewis. I do not see how SBA could have disbursed a loan to a 
company against whom an involuntary petition in bankruptcy had 
been filed. ‘ 

Mr. Brarnarp. In filing the involuntary petition of bankruptcy 
against Brainard Industry, what companies did you use? 

Mr. Maness. Will you identify the document? 

Mr. Lewis. I am trying to find a copy of the involuntary petition 
in bankruptcy which is now, of course, a matter of public record. 
T have a copy here, I believe. 

The three creditors that signed the involuntary petition were: 
Polyplastex, Impregnation of Michigan, Inc., Taylor Sleicher Asso- 
ciates, Greenwich Machine & Tool Co. 

Mr. Brartnarp. Do you know whether or not these three companies 
signed a standby agreement for us? 

Mr. Lewis. I believe that they did. 

Mr. Brarnarp. I ask you once more, then, disbursement of this 
loan under an authorization with no standby agreement then would 
make this action for bankruptcy academic, would it not? 

Mr. Lewis. No, it would not have, because we felt that you had 
violated other obligations. 

Mr. Brarnarp. The moneys that were sent over to Western Elec- 
tric Co. you mentioned before, $18,000, or whatever it was, the items 
that were sent over to Western Electric made a payment due from 
Western Electric to Brainard Industry of $18,000. Did you not know 
that Brainard Industry made an assignment of these funds to the 
labor because it was just before Christmas? They were 3 weeks behind 
in their pay, and this money was to do them, and they were to come 
first in any bankruptcy action, anyway. 
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Mr. Lewts. Mr. Brainard, we felt that your failing to advise us of 
an assignment of $18,000 was a material factor for a creditors com- 
mittee, and we did not think that any such action would take place 
on your part without at least consulting the creditors committee. 
We felt that you had done as you pleased. You had ignored he 
request to have Fisher cosign checks. We had no control and when 
we found this dispersal of $18,000 we did not take it very kindly. 

I might say, I think that perhaps this was the straw that broke 
the camel’s back. It was the call I got from Western Electric, not 
from you, advising me of the the request that you had given them 
to pay out the money. 

Mr. Bratnarp. Do you know that at the time this was done, I was 
not in Long Island. It was done with Western Electric and our 
people because they were not going to operate the factory any longer. 
At the moment, Western Electric was willing to pay this money so 
the people would have it. 

Mr. Lewis. Mr. Brainard, all I know is that the minute we attached 
you were available. Within an hour after the attachment which was 
served, you were then available. Up until that time and for 6 or 
5 weeks before that, we could not see hide nor hair of you nor get 
you on the telephone. 

Mr. Brarnarp. Well, you could have gotten me on the telephone, 
Tamsure. 

Mr. Lewis. The telephone was disconnected. 

Mr. Roosrvett. Stick to the questions. 

Mr. Brarnarp. Lam sorry. I want to ask one more question. You 
intimated here a few moments ago that Western Electric stock was 
left in the factory because of bankruptcy action taken against the 
company and, therefore, they could not get it out. 

Mr. Lewis. Western Electric is about one of perhaps a dozen 
people. 

Mr. Brarnarp. I asked you a specific question. You made specific 
reference to that, is that not true? 

Mr. Lewis. That is correct. 

Mr. Brarnarp. Do you know that the time this $18,000 became pay- 
able to Brainard Industry, that Western Electric worked with our 
people in taking tools in the working process out and could have 
taken all of them if they wanted to? 

Mr. Lewis. That is possible. If you tell me that, Mr. Brainard, I 
will go along with it. 

Mr. Brarnarp. Then, do you know the fact that Western Electric 
has, all during this period, voluntarily left that material there, those 
tools, so that we can hope to get disbursement of our loan ? 

Mr. Lewis. I do not know if it is voluntary because, as I was going 
to say, Western Electric is perhaps one of a dozen companies that 
have merchandise on the premises that it wants to get. I did not re- 
poo a call from them but I received a call from, perhaps, a dozen 
others. 

Mr. Brarnarp. That is it. 

Mr. Roosrvett. We will excuse the witness now. Thank you. I 
think there is one more witness who wants to leave today, Mr. Hos- 
kinson. 

Will you come forward now, if you would, and be sworn? 
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STATEMENT OF GORDON H. HOSKINSON, HOSKINSON FREE HEATER, 
INC., AND THE CONTINENTAL THERMOTROL, INC., LONG ISLAND, 
Bw. %, 


Mr. Hoskinson. Before I do that I would like to say that I have 
learned considerably more here today than I have ever known about 
the situation, and that I would gladly, without seeking counsel, tell 
my meager little story which has very little bearing. 

“Mr. Roosev ett. Mr. Hoskinson you are here as a voluntary witness. 
You do not have to testify unless you want to testify. However, 
if you do testify, you have to be under oath and you will be subject 
to cross-examination by the other SBA representatives and by Mr. 
Brainard, as well as the C ommittee members 1n the House. 

Mr. HoskINSON. It is a matter of my own personal living. If we 
get it done today, O. K., but if it has to drag on and drag on for weeks, 
it is humanly impossible to get started in “something that would dis- 
rupt my business. Could you give me advice on that 

Mr. Roosrverr. Well, we will see to it that you are not recalled be- 
fore the committee. You are here today, as far as I am concerned, 
unless you want to come back voluntarily. 

Mr. Hoskrnson. All right, then. 

Mr. Roosrvett. Do you solemnly swear to tell the truth the whole 
truth and nothing but the truth in this hearing? 

Mr. Hoskrnson. I do. 

Mr. Roosevetr. You may proceed with your testimony. 

Mr. Hosxtnson. Since I am also a fellow who has gotten a check 
that was not honored from Mr. Brainard, I can truthfully say that 
one reason I am here is to clear up a situation that I personally thought 
existed. I am not happy about that because I am a man that has 
not too much means. I have been in business 8 years myself and I 
have been under practically the same conditions that he has been 
under during 8 years of struggling in the country. 

Now, he was helping me merchandise a product during this time 
very willingly = with no—some of this has come out today—I did 
not know of. I did not ask him for a credit report or anything at 
that time. I was very glad to get help from anybody. As time wore 
on and he wanted me to sign an agreement with his company that he 
would be the sole distributor of my product, which personally would 
have helped his company because it seemed to be proving out now 
that the product is what he thought it was. I would not do that for 
one reason, being somewhat of a businessman, because I had been ap- 
proached by the Benedict Manufacturing Co. Now, get this straight, I 
was not approached by Mr. Benedict. T was approached by an official 
of this company so far as I know to export the products that I build. 
Now my advice to Mr. Brainard was during the time that he was press- 
ing me hard to sign these agreements, was that because I knew, and 
I had seen the papers, the ones SBA released—I thought they went to 
the SBA—thinking that my products were in this arrangement 
through which he was trying to get the loan. 

Now my own personal belief was that he was not going to get the 
loan because if there was then any intent of giving the money on what 
he was telling me they were giving it on, the strength of my products, 
why would they want to give him the money when, on the other hand, 
a representative of Benedict Manufactur ing Co. was trying very per- 
sistently to bargain with me for my products. Therefore, I would 
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not sign any agreement with Brainard. Now I am not at liberty to 
say that Mr. Benedict or the SBA had anything to do with this, but 
it was just by the way I was approached; I thought it was highly ir- 
regular. I am not saying that Mr. Benedict knew anything about 
this. I was led to believe that he did. I do not have any proof that 
he was ever informed of this. However, that is the reason that I did 
not sign these agreements that were panes with Brainard Industry 
and which, at the present time, from the looks of the growth of our 
products would be very advantageous to his company. And, I could 
use that company to a very good advantage at the present time. That 
is about all that I havetosay. That is the only reason that I am here. 

I have been through terrible financial problems of my own in the 
last 8 years, trying to pioneer new products in this country. I have 
been in Washington and sold a lot of stuff in Washington. I have 
tried to sell to the Government, and I know the problems that small- 
business men have and go through. 

I was sympathetic to this arrangement as I was told of it. However, 
as I said before, I have learned a lot today that I previously did not 
know. Probably if I had known that, I still would be here because 
I did not like that. And, I say, I do not know if Mr. Benedict liked 
itornot. Ido not know if he was a part of it, but I was led to believe 
that he was a part of it. That is all I would say. 

Mr. Roosevetr. Thank you very much. 

Mr. Sre.y-Brown. Just so we can have the record completely clear, 
what is your present job? 

Mr. Hosxryson. I am the president of a company called the Hoskin- 
son Free Heater Co., which is in operation in Long Island and dispers- 
ing its products throughout the country. 

Mr. Seety-Brown. What is, or was, your official connection with 
Mr. Brainard? 

Mr. Hosxrinson. Merely that I had a job to do, and I was hunting 
for someone to do the job. He had a lot of punch suckers that could 
do this job at a much more economical cost than I am presently getting 
it done for. 

Mr. Srety-Brown. In other words, he was in a position to manu- 
facture a product which you could sell? 

_Mr. Hosxrnson. Plus, he was in a very good position and his ac- 
tions have proved to be of good ethics to help me market this item. 

He spent considerable time and effort helping me push this product 
by way of American Standard and Sanitary Care. which I had just 
learned, and he does not know at this time, have run a survey for 
another gentleman and given it its entire blessing through this agent 
of his, which makes me feel very good that this man did go out on 
his own and try to help me and that his efforts now are beginning to 
show results, 

Mr. Srety-Brown. In other words, Mr. Brainard was manufac- 
turing an item which, in your opinion, was a very salable item and 
it would be good for you if you could get it from him and market it? 

Mr. Hosxrnson. No; you have me misunderstood. I manufacture 
this item. I was going to him for this reason, for an economic manu- 
facturing of this, to have it done. 

Mr. Sreety-Brown. Have him manufacture it rather than do it 
yourself, for you? 

Mr. Hosxrnson. For me. I never manufactured it myself, I have 
always let it out to other people, and I have it in another shop at the 
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present time. But he, in turn, wanted a contract which he claimed was 
helping him to get this loan, to be the exclusive distributor of my item 
as well as the exclusive manufacturer of it. 

Mr. Sreety-Brown. Then, now, to refer to your reference to the 
Benedict firm which you had 

Mr. Hosxtnson. Shortly after this, I would say 2 months after 
1 started 

Mr. Roosevetr. Can you give us a rough date ? 

Mr. Hosktnson. I would say I started dealing with Mr. Brainard, 
I believe, in June or something like that. 

Mr. Roosrveir. June of what year ¢ 

Mr. Hosxrnson. 1954. That may not be exact, but about 2 months 
later. 

Mr. Roosrvetr. Make it roughly, let’s say, August ? 

Mr. Hosxrnson. Yes; in August. In fact, it was in August. It 
was on my birthday which is August 12. 

Two gentlemen came to my home. 

Mr. Maness. Will you name the gentlemen ? 

Mr. Hosxtnson. Mr. Lewis Vincent Lane and Jack Kay. 

Mr. Lane presented me a card which said he was the executive of 
the Benedict Manufacturing Co. and was very interested in doing 
a job with my products. I asked him how he had obtained this infor- 
mation, but not too forcefully, because when a man comes to me and 
I have got something to sell, I do not press him too hard on that mat- 
ter. He said that he went through the Borden Milk Co., or something 
of that nature. 

However, shortly after that, I was in the Benedict Manufacturing 
Co.’s office and learned how they got that information or, at least 
I assume that is the way they did it. 

Mr. Maness. How did you get the information ? 

Mr. Hosxrnson. Because, it came to pass that Mr. Lane, who I now 
believe was giving me a selling job on the fact that they could handle 
it better than Brainard, would call Brainard’s office and talk to a 
secretary out there who, I knew also, and I would listen to the conver- 
sations, which made me very sick to my stomach. I mean, I could 
not see that. 

Mr. See.ty-Brown. What was the basis of the conversation ? 

Mr. Hoskrnson. To prove to me that there was not going to be a 
disbursement of this loan and I should do business with him. 

He would ask the lady, “What is going on today?” and ask her 
opinion. She would give an opinion. 

Mr. Maness. This Mr. Benedict that you mentioned, was there any 
indication as to who he might be? 

Mr. Hosxrnson. Oh, most certainly. 

Mr. Manegss. Who told you, and what did they tell you, and the 
date of this conversation ? 

Mr. Hosxtnson. Mr. Lane told me that Mr. — I will even relate the 
exact phraseology he used in talking about Mr. Benedict. Bear in 
mind this, I am not crucifying Mr. Benedict because I do not know 
whether this was a put-up job or not. But, this is the way it came 
to me. 

He said, “ ‘Mr. Big’ would really finance this thing fairly well.” 

That is the way he talked about Mr. Benedict. In several of the 
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meetings we tried to be arranged between me and Mr. Benedict, which 
I presume was Mr. Benedict. 

Mr. Maness. Did you know Mr. Benedict was regional director of 
SBA? 

Mr. Hosxrnson. Yes; because Frank had talked to me at great 
length. All this time I did not go back to Frank Brainard and tell 
him of this because I felt it not my policy to go around telling Frank 
that he had a saboteur in his organization, because I was not connected 
with him other than a buyer of labor, that he might produce for me. 

Mr. Sre.y-Brown. To whom do you refer when you talk of saboteur 
in Frank Brainard’s office? 

Mr. Hosxrnson. My own opinion is this, that if you have a private 
secretary and she is giving out information that he himself hardly 
knows yet, to a stranger, being me, or, at least, i was on the line, it is 
highly irregular. 

Mr. Sre.y-Brown. In other words, she was the one advising you 
that the loan was in trouble. 

Mr. Hosxrtnson. She was not advising me, she was advising, or 
talking and answering leading questions put to her by Mr. Vincent 
Lane. 

Mr. Sre.y-Brown. And advising him, as you listened to the con- 
versation, that in her opinion things were black ? 

Mr. Hosxrnson. Very black. 

Mr. Srety-Brown. And they doubted if they could get the loan ? 

Mr. Hosxtnson. That is right. 

Mr. Maness. When you talk about “Mr. Big,” was there any refer- 
ence that “Mr. Big” is anything? 

Mr. Hosxrnson. Yes. I mean, that was common, and I doubt if he 
highly appreciates that statement. But, I never did. 

Mr. Srety-Brown. I guess we have all been called that at one time. 

Mr. Manrss. Is it the Benedict Co. ? 

Mr. Hosxrnson. I have never met Mr. Benedict as of today. 

Mr. Maness. Where did you meet Mr. Lane? 

Mr. Hosxrnson. He came to my house, as I said. 

Mr. Maness. Did you ever go to Mr. Lane’s office ? 

Mr. Hosxrnson. Oh, yes. 

Mr. Manerss. Where was that located ? 

Mr. Hosxrnson. That was, at that time, Northern Boulevard in 
Long Island City at about 82d Street. 

Mr. Maness. Did it have a firm name on the address? 

Mr. Hosxrnson. Benedict Manufacturing. 

Mr. Maness. Who were the officers of Benedict Manufacturing ? 

Mr. Hosxrnson. Assuming, from the card that was given to me, 
Mr. Vincent Lane, and I am not sure that I still have that card, 
but I can surely dig up one and I think he was the president. I am 
not sure. He was the president or vice president of this company. 

Mr. Roosevetr. Mr. Hoskinson, can I go back to one question? You 
said you knew Mr. Benedict was the president of this company ? 

Mr. Hosxtnson. No, I do not know that he was the president of it. 
I know he was in it. 

Mr. Roosevetr. You knew he was in it? 

Mr. Hosxrnson. Yes, I assume he was because of all the conversa- 
tion in his name. 
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Mr. RoosEve.t. Do you know this was the same Mr. Benedict who 
was the SBA regional director in New York ? 

Mr. Hosxrnson. Well, here is another slant on the thing. I also 
listened in to several conversations that, presumably—at this time 
I had no great suspicion of the thing and I really, personally didn’t 
give a hoot because I was, personally, after my own game. I was after 
the best bidder, I am not kidding you a bit. 

I would be put on a double wire, and this Mr. 

Mr. Maness. Who put you on the double wire? 

Mr. Hosktnson. Mr. Lane would put me on a double wire, where 
they had two phones in this place, and I was, supposedly, listening to 
Mr. Benedict and Mr. Lane talk. Those conversations were very 
promising to me at that time. 

However, the way we finally broke it off, was that they sent their 
accountant—now I do not mean Mr. Lane sent Benedict Manufac- 
turing’s accountant—I was told that was who it was— and I saw him 
working on the books every day—to my office to go over my books 
and arrange for a business transaction to take place advantageous to 
both of us. 

That night at the office I proceeded to question Mr. Lane quite 
thoroughly. I wanted to see if they could do it before I made a 
move. I mean, I am not just going to sign my name to something or 
any contract or be any part of any contract that I do not know for 
sure that Mr. Benedict, if he is the man, is behind this. I told him 
I did not think he had means to do it because it took a lot of money to 
process this item of mine. 

When the exact money was talked about, they did not have much 
more to say and left and that was about the last I 

Mr. Sre.ty-BrowNn, In connection with that, did Mr. Lane or Mr. 
Benedict, in any telephone conversations or in personal contacts that 
you may have had suggest any inducement to you to do business with 
them ? 

Mr. Hoskr1nson. No, they did not need—It was also told to me that 
they were people of very great means and terrific political connections, 
including Mr. Dewey and Mr. Farley and a group, and that they 
would really put this thing over for me in a big way. 

Mr. See.ty-Brown. Did they offer any special inducement to you to 
do business with them ? 

Mr. Hosxtnson. Yes, that was it. 

Mr. Srety-Brown. That they had plenty of money to push your 
product ? 

Mr. Hosxinson. Yes; and that is a “darn” good inducement to a fel- 
low at that time. A church mouse could have made a nest in my desk, 
and he would not have been disturbed. I mean, I was really loved, 
and that was wonderful music to my ears, undoubtedly. 

However, I was weighing that at all times against a man who, I 
thought, was working toward a better end to me, which now it is 
proved that he has. That was Frank Brainard. 

Mr. Srety-Brown. And you feel, after you had analyzed the me- 
chanical operation, that Brainard would te in a better position to 
build this product which you would market and that he would help 
you in the marketing of it, and by doing so, if you had the product 
manufactured by Brainard, it would be to your overall advantage to 
follow that pattern rather than go to Benedict? 
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Mr. Hosxrinson. Definitely. I mean, he had machinery and he had 
know-how and he had definite connections which he did not talk about. 

Now I think you should clarify one thing, it is Benedict Manufac- 
turing, not Mr. Benedict, because I have never met Mr. Benedict. 

Mr. Srety-Brown. I think that is certainly a pron correction. 

And it is your opinion that regardless of everything else that you 
may have heard shortly thereafter or may have heard here, it is your 
considered judgment that as far as you, a small-business man, are con- 
cerned, you would still prefer to do business with Brainard if it is 
possible to do business with him ? 

Mr. Hosxrnson. Yes, I would like to be doing business with him 
at the present time because my product has grown very rapidly, and 
it was very disappointing to me when he ed dinapedaataly shown me 
a price reduction in my building which amounted to some $4, which 
was very advantageous to me, and I had to go back to my original 
supplier then after this thing went to Washington and to pay con- 
siderably more without having the advantage of a shop that was actu- 
ally equipped to do this job properly. 

Mr. Seety-Brown. Did Mr. Brainard discuss with you the many 
problems that he was having to keep his plant going? 

Mr. Hosxrnson. No, sir, not in detail. I have learned more today, 
as I have said, than I have ever known before about it. 

I used to investigate, in my younger business days, a lot of things 
that turned out to be of no use until you have come to the final agree- 
ment. 

I would come to the final agreement and I would have my lawyer 
go over it and see if it is correct. If it is correct, I antabalty would 


sign it. But, at the present time, every continuing as it is in my com- 


pany, which is a matter of public record, I mean, there are ads all over 
the place, there have been newspaper writeups and manufacturing 
writeups on the product, and it looks as though at the present time we 
are carrying 150 of these units per week, and it is not unlikely that 
that may go up to 500 or 600 units a week this summer. 

Now Mr. Brainard is also equipped to build another product of 
mine. There are very few shops which are equipped as well as his 
that could build everything that I wanted built. We have another 
product on the market now that we need his punch presses very badly 
for, and I do believe that I could have had a very good civilian type 
of products into his plant. My own personal opinion is, that you can 
talk about military all you want and all these highly controversial 
contracts, and the civilian product will outweigh it in the long run 
if it is a good one. 

Mr. Srety-Brown. Do you have any signed agreement with Mr. 
Brainard’s organization ? 

Mr. Hosxinson. I never did. I had 3 or 4 of them written, but 
he passed the word one day that I remember, “You are the toughest 
guy I have ever seen to put on the line.” 

IT said, “Frank, the only reason I will not sign anything is because 
I do not know where I am going.” I said, “You say you are going 
to get a loan; I do not know that.” TI could not see that he would and, 
therefore, I never did sign the agreement. 

Mr. Srevy-Brown. You suggested to him that in your opinion you 
did not see how he could get the loan ? 
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Mr. Hosxrnson. I cannot see. That is my own personal opinion, 
and that is the only reason I came down here. Why would a person 
who, Frank claims to me, is enthusiastic, that is, the SBA or whatever 
you call them, giving me a loan because of the feasibility of my prod- 
ucts on the one hand, want to give him a loan to process my products 
and, on the other hand, want to be buying my products, to take over / 
I mean, it does not make sense tome. Therefore, I would not sign the 
deal with them. 

I thought they were kidding him, and not in the manner—Now I 
hav elearned a lot since then—that I can see where their judgment 
might not be criticized either. But at that time I did not know that. 

Mr. Maness. Mr. Hoskinson, for the record, can we get your full 
name, please ? 

Mr. Hosxrnson. Gordon H. Hoskinson, 186 Mayfair Avenue, 
Floral Park. 

Mr. Manerss. And the name of your company ? 

Mr. Hoskinson. The Hoskinson Free Heater, Inc., and the Con- 
tinental Thermotrol, Inc. 

Mr. Maness. Where are they located ? 

Mr. Hosxtnson. Both at 248-47 Jamaica Avenue, Bellerose, Long 
Island, N. Y. 

Mr. Manerss. Were you ever approached by the officials in SBA in 
reference to your discussions with Mr. Lane or Benedict Manufactur- 
ing ? 

Mr. Hosxrnson. Yes, sir. 

Mr. Maness. Who of that agency spoke to you? 

Mr. Hoskrnson. A young man with a crew cut, and it seems to 
me—— 

Mr. Barnes. I will bring that out on cross-examination. 

Mr. Hosxrnson. It was a young man came up from Washington 
one afternoon, walked in on me and we had a little lunch in the diner 
and he suggested a letter which I signed. 

Mr. Mutrer. Mr. Barnes, do you want to examine the witness? 

Mr. Barnes. Yes, please, sir. 

Mr. Hoskinson, I want to state to you, first, that you and I have the 
same purpose here today, we want to bring out the truth before this 
committee. 

Mr. Hosxrnson. Definitely. 

Mr. Barnes. We want to let the chips fall where they may. 

Mr. Hosxktnson. Definitely. 

Mr. Barnes. The questions that I ask you, there are no tricks in 
them or anything like that. I just merely want you to help me find 
out what the truth is about our organization. 

Mr. Hosxinson. I will do the best I can. 

Mr. Barnes. That is what you said you wanted to do when you 
came down here today ? 

Hr. Hoskrnson. Most certainly. 

Mr. Barnes. Now the fact is that you were approached by a man 
named Lane, Vincent Lane. I want to say, not for the purpose of the 
record, but for your purpose and my purpose, that you and I have 
the same opinion. 

Mr. Hosxtnson. Definitely. 

Mr. Barnes. He sought to obtain a contract from you for the manu- 
facture of your product, is that correct? 
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Mr. Hosxrnson. That is true. 

Mr. Barnes. And at the time he indicated his knowledge about 
these matters by making certain phone calls to Mr. Brainard’s plant 

Mr. Hoskrnson. Right. : 

Mr. Barnes. And you were at the time dealing with Mr. Brainard 
in regard to the same type of contract, is that correct? 

Mr. Hosxrnson. I think I misunderstood your first question. Would 
you state that again? I think I answered that now on this—— 

Mr. Barnes. Mr. Lane approached you with regard to a contract 
to manufacture your product ! 

Mr. Hosxrnson. Right. 

Mr. Barnes. When did he approach you? 

Mr. Hosxtnson. Exactly—it was on my birthday——August 12, 
1954. 

Mr. Barnes. August 12? 

Mr. Hosxrnson. Yes, sir. 

Mr. Barnes. And in an effort to convince you that he knew what 
he was talking about, he called someone at Mr. Brainard’s plant? 

Mr. Hosxtnson. That was some time later than that. 

Mr. Barnes. That was? 

Mr. Hoskrnson. I would say 2 weeks later. 

Mr. Barnes. Still along the end of August ? 

Mr. Hosxinson. The end of August, yes, before the end of August. 
I would say 2 weeks after that. 

Mr. Barnes. You do not know at that time whether or not a loan 
had been authorized to Mr. Brainard, did you? 

Mr. Hoskryson. Well, I had seen papers that I had been told were 
the papers that had gone to the SBA. 

Mr. Barnes. In order to avoid confusion, there are several names 
I want to clear up here. 

Mr. Hosxryson. Surely. 

Mr. Barnes. SBA, Small Business Administration; Mr. Horner 
of the New York office, whom reference has been made to. It is A. D. 
Horner, I believe, the chief financial specialist of the regional office of 
the Small Business Administration in New York. Mr. Arthur Horner 
is an investigator on the Washington staff— 

Mr. Hosxinson. That was the gentleman, I think. 

Mr. Barnes. Of the Compliance and Security Office of the Small 
Business Administration. My name is Wendell Barnes. If you have 
oecasion to mention a Miss Barnes, she is no relation whatsoever of 
mine, 

Do you understand that? 

Mr. Hosxrinson. Certainly. 

Mr. Barnes. And Mr. Horner—the two Mr. Horners are in no way 
related. 

Mr. Murer. Are either of the Horners present today ? 

Mr. Barnes. Yes; Mr. Alexander Horner is present. 

Mr. Hosxrnson. That is not the one I meant. 

Mr. Barnes. There is Mr. Alexander Horner. 

In other words, these negotiations started along in August? 

Mr. Hosxrinson. That is right. P 

Mr. Barnes. You knew that the Brainard Co. had perhaps applied 
for a loan? 
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Mr. Hosxrinson. Oh, yes. 

Mr. Barnes. But whether it had been granted or anything of that 
nature, you did not know? You hoped it would be? 

Mr. Hosxrnson. I had been told from day to day by Frank that it 
was forthcoming. 

Mr. Barnes. Because part of the proceeds of the loan would put 
them in financial shape so they could manufacture your product‘ 

Mr. Hosxr1nson. That is right. 

Mr. Barnes. And that was your only interest in the loan, was the 
fact that it might include—— 

Mr. Hosxinson. Put Frank in a good position. 

Mr. Barnes. Right. So the conversations that Lane had with you 
developed, when was it, in October ? 

Mr. Hosxrnson. No; they were in August, and quite some time. 

Mr. Barnes. When was it he called Mr. Benedict on the phone ‘ 

Mr. Hosx1nson. Well, I would say it was within 2 weeks after that. 

Mr. Barnes. Along in September ¢ 

Mr. Hoskinson. Yes. No; I would not say it was in September. 
I would say it was still in August. 

Mr. Barnes. Still in August? 

Mr. Hosxrnson. I would asume that. 

Mr. Barnes. All right; in August you and Mr. Lane were together 
and he made a telephone call in your presence to a person 

Mr. Hosxinson. Yes; which I have not 

Mr. Barnes. Whom he identified as Mr. Benedict? 

Mr. Hosxrnson. Right. 

Mr. Barnes. You did not know Mr. Benedict? 

Mr. Hoskrnson. No; never met him. 

Mr. Barnes. You merely listened on an extension and heard him 
talking to a man who he said was Mr. Benedict ? 

Mr. Hosxrnson. Right. 

Mr. Barnes. Is that correct ? 

Mr. Hosxrnson. Yes. 

Mr. Barnes. And you heard the conversations, and the conversa- 
tions were relative to the fact that Lane might obtain definite types 
of financing; is that correct ? 

Mr. Hoskinson. Well, let’s say they were not as definite as that. 
They were more of a generality, sort of happy conversation. 

Mr. Barnes. I see. Now then, were there later conversations that 
you listened to on the telephone ? 

Mr. Hoskinson. There were later conversations; yes, sir. Not of 
that nature. 

Mr. Barnes. All right. Another time, did Mr. Lane tell you that 
he was going to make an appointment with Mr. Benedict ? 

Mr. Hosxrnson. Many times. 

Mr. Barnes. And you and Mr. Lane went to the appointment ? 

Mr. Hosxinson. No; I would go to Benedict Manufacturing’s 
office — 

Mr. Barnes. I see. 

Mr. Hosxinson. On the way to these meetings that we were going 
to go to. But, they would always stop there for some reason. 

Mr. Barnes. Then, did Mr. Benedict ever show up at these ap- 
pointments ? 
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Mr. Hosxtnson. No. The only time that Mr. Benedict was sup- 
posed to come to where I was at was one time when I was in the office 
and I heard a conversation. Lane was in New York and so was Mr. 
Benedict, presumably, and they were both to come to 82d Street, or 
whatever that office was, immediately. 

Well, Mr. Lane arrived, but Mr. Benedict did not. 

Mr. Barnes. I see. 

Mr. Mutter. Pardon me, what office was that? 

Mr. Hosxinson. Benedict Manufacturing. 

Mr. Barnes. At that time was Mr. Lane indignant? 

Mr. Hosxrnson. He grew indignant. I waited for about 214 hours, 
and I was getting impatient and was taking my gear and going. 

Mr. Barnes. All right, then, did he make a phone call at that time 
to someone who he said was Mr. Benedict ? 

Mr. Hosxtnson. Yes, sir. 

Mr. Barnes. Was he profuse and profane in that telephone call? 

Mr. Hosxrnson. Considerably. 

Mr. Barnes. You were not listening on the extension ? 

Mr. Hosxrnson. No. 

Mr. Barnes. You were merely in the room ? 

Mr. Hosxrnson. That is right. 

Mr. Barnes. You do not know whether that call actually had Mr. 
Benedict on the other end of the line? 

Mr. Hosxrnson. Absolutely not. I have no way of knowing. 

Mr. Barnes. It might have been anybody ? 

Mr. Hosxinson. It might not have been anybody. He might have 
just picked up the receiver. But, he was making quite a show. 

Mr. Barnes. But you did on another occasion listen on the exten- 
sion when Mr. Lane talked with a person who he said was Mr. Bene- 
dict ? 

Mr. Hosxrnson. Yes, sir. 

Mr. Barnes. You listened well enough, did you not, so you would 
recognize Mr. Benedict’s voice? 

Mr. Hosxrnson. I have made a previous statement on this fact. I 
have this statement here with me. I would like to say something now 
that I would like to put in the record. 

I was approached to make the statement in Long Island one day when 
in the middle of a business day in which we went to a public diner, 
and I will say this, that it was on the nature of suggestive question- 
ing, very professional. 

Mr. Barnes. Leading questions? 

Mr. Hosxrnson. Professional questioning. 

Mr. Barnes. By Mr. Arthur Horner. 

_ Hosxrnson. And he is a professional, I could see that imme- 
diately. 

Mr. Barnes. He was a former member of the FBI? 

Mr. Hosxrnson. I know I have sold and talked to a lot of people 
in this country, and I knew he was a good man. 

Mr. Barnes. But did you tell him anything that was not true? 

Mr. Hosxrnson. I did not tell him anything that was not the truth. 
I have told him things I think now that were probably foolish. Let’s 
put it that way. 

Mr. Barnes. You mean, you wish you had not told him? 
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Mr. Hosxrnson. No; I do not at all. But, I think I, as a human 
being, was not infallible, and I was probably foolish to say that 3 
months later I can remember a man’s voice on a telephone. How- 
ever 

Mr. Barnes. Go right ahead. We are trying to get at the truth 
here which is all any of us want. 

Mr. Hosx1nson. That is correct, sir. 

Mr. Barnes. You overheard several conversations with Mr. Bene- 
dict ¢ 

Mr. Hosxrnson. Yes, sir. 

Mr. Barnes. Or, a person that Lane said was Benedict. You heard 
Lane call someone whom he said was Benedict, but whom you do 
not know whether it was Benedict ? 

Mr. Hosxrnson. Absolutely not. 

Mr. Mutrer. May I interrupt, Mr. Barnes? I hope I do not break 
your train of thought. 

Was this call placed by Mr. Lane telling someone to get the number, 
or did he dial the number ¢ 

Mr. Hosxrnson. Hedialed. Hedid not have any operator. 

Mr. Mutrer. Do you know what number he dialed ? 

Mr. Hosxtnson. No. 

Mr. Barnes. So, then, when you were talking with Mr. Horner, 
Mr. Horner asked you if you thought you probably could remember 
Mr. Benedict’s voice ? 

Mr. Hosxinson. That is right. I thought I could probably, per- 
haps. 

Mr. Barnes. So then Mr. Horner called a number and got a man 
who he said was Mr. Benedict on the telephone ? 

Mr. Hosxinson. No. To beexact, he did not do that. 

Mr. Barnes. How did he do it? You tell me in your own words. 

Mr. Hosxtnson. I will tell you exactly how they did it. 

That was when I began to feel that the exact procedure was not in- 
fallible, because he went down to New York, or somewhere, at least. 
He left my office and the next day or two, I received a telephone con- 
versation from Mr. Horner which he had talked in another tone of 
voice, and I believe, I am sure, it was him. He then began to suggest 
to me, or ask me, if I had remembered a man with a Swedish accent. 

Now I began to get kind of cool at that point because I know, by 
being a salesman, that suggestive thought is very confusing. Instead 
of just saying, and I talked to him about this a little bit, so he told 
me to call an Illinois number, which I did. 

Mr. Barnes. Yes? 

Mr. Hosxinson. And asked me, and I turned to several people who 
were listening to me in this telephone conversation, and I said, “Boys, 
this is getting rough.” I said, “When they call me and tell me to go 
to talk to somebody who talks Swedish and see if that is Mr. Benedict,” 
I said, the do not think that is regular, but I am going to go through 
with it.” 

So I went and called the man. 

Mr. Barnes. I mean, you wanted to be helpful ? 

Mr. Hosxrnson. I did not want to be pushed. I called him, and I 
knew I had never talked to that voice before. 

Now if that is Mr. Benedict, I am certain I have never talked to 
Mr. Benedict. 
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Mr. Barnes. All right. The man you talked to that day on the 
telephone you say was not the man that you overheard ¢ 

Mr. Hosxinson. Absolutely not. 

Mr. Barnes. And you tell this committee positively it was not the 
man that Mr. Lane called in your presence ? 

Mr. Hosxrnson. Definitely not. 

Mr. Mutter. Is that voice that you spoke to with the suggestion of 
Mr. Horner a Swedish-sounding voice ? 

Mr. Hosxrnson. Most definitely. 

Mr. Barnes. Mr. Benedict is here and can be thoroughly interro- 
gated by the committee. 

Now I want to go back once again. We want to get at the truth 
here. 

Mr. Benedict is a Federal official and this, of course, attacks his in- 
tegrity. 

Mr. Hosxrnson. Most certainly. 

Mr. Barnes. And you have no wish to assert something you do not 
know to be true, do you? 

Mr. Hosxrnson. Most certainly not. 

Mr. Barnes. And so the only connection that you know of, your- 
self, in your own personal knowledge, between Mr. Benedict and 
Mr. Lane, is what Mr. Lane told you. Is thatthe truth ? 

Mr. Hoskrnson. Most certainly. 

Mr. Barnes. And what you were led to believe, what any reasonable 
man would have been led to believe, by reason of the telephone call? 

Mr. Hosxtnson. Definitely. 

Mr. Barnes. And the statements that you made to Mr. Brain- 
ard about it, were all based on these particular experiences, were they 
not ‘ 

Mr. Hosxrnson. Definitely, And his brother was present at the 
time this letter was written, too. I mean. I think that was very 
clear. 

Mr. Barnes. And when you said you wished to come down here to- 
day to get the truth of things, that is what you mean ¢ 

Mr. Hoskrnson. I say tha 

Mr. Barnes. No; I would rather not 

Mr. Maness. Let him finish his statement. 

Mr. Hosx1nson. I would say the reason I came down here was be- 
cause, if this were true, that I was led to believe, I think it is my duty 
to expose it. Let’s put it that way. 

Mr. Srety-Brown. That is a fair statement. 

Mr. Barnes. It would be a reprehensible thing if it were true? 

Mr. Hosxrnson. Right. I have been criticized quite thoroughly 
by my own people: “Why stick your nose into something?” but I 
never run from that type of thing. 

Mr. Barnes. Certainly none of us would criticize you for doing 
what you thought was right. And your opening statement was that 
you merely wished to inform the committee that you wanted to testify 
as to only what was within your knowledge? 

Mr. Hosxrnson. That is right. 

Mr. Barnes. Well, for myself, I want to thank you for coming 
down here. 

Mr. Hosxrnson. Thank you. 
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I would like to make one request, if I could, from the committee. 
I talked to a man at the request of Mr. Horner, the gentleman that 
came up to question me, and who I believed was the man I had 
talked to or heard talk on the telephone, introduced to me as Mr. Bene- 
dict. Now, I had quite a lengthy conversation at that time with this 
gentleman, and I would like to ask this. I would like to ask could I 
now—this gentleman admitted that I talked to him, that it was Mr. 
Benedict. For my own satisfaction of mind, I would like to be in- 
troduced to Mr. Benedict and talk to him for a moment and see if I 
was being misled by this FBI man, just in my own mind. 

Mr. Roosgvetr. Did you say he was an FBI man? 

Mr. Hosxinson. I think he was an FBI man. I had been led to 
believe that. 

Mr. Mutrer. Let’s get it straight. Are we talking about the Mr. 
Horner who was connected with the SBA Washington office, and you 
had been told he was an FBI man, or had been an FBI? 

Mr. Hosxinson. I think I had talked to him about it. I believe 
that was the way it came about. 

Mr. Mutrer. Did he come to you originally representing the Small 
Business Administration ¢ 

Mr. Hosxinson. As the Small Business, not the FBI. 

Mr. Mutrer. Yes. 

Mr. Hosxkinson. But, you see, what I am getting at is that I was 
asked to talk to this gentleman at an Illinois number, which I said 
was not the man I talked to. Then I was put on the wire with a gen- 
tleman who admitted he was Mr. Benedict, and we had quite a friendly 
chat. 

Mr. Mutrer. This was also done by Mr. Horner ? 

Mr. Hoskrnson. Yes; at the same time. Mr. Horner was on an- 
other wire at the same time. Now, for my own information and 
satisfaction of mind, I would like to hear Mr. Benedict speak. 

Mr. Barnes. This is a little unusual, but I suppose you could re- 
peat your conversation over the telephone in Mr. Benedict’s presence, 
and if he can answer you, he will. 

Mr. Hosx1nson. That would be no proof in my mind. 

Mr. Barnes. What would be the proof ? 

Mr. Hoskrnson. Because it has been a long time ago, and if Mr. 
Benedict—I know Mr. Horner was very friendly with Mr. Benedict, 
and I know that he could repeat word for word, perhaps, our conversa- 
tion. I personally would like to just say hello to Mr. Benedict which, 
I believe, I know which gentleman it is here, and see for my infor- 
mation 

Mr. Mutrer. Before we do that, Mr. Hoskinson, is there some doubt 
in your mind as to whether or not the man that Mr. Horner intro- 
duced you to as Mr. Benedict, and whom you spoke to for some time 
as Mr. Benedict, after you talked to the Illinois number, as to whether 
that was Mr. Benedict ? 

Mr. Hoskinson. Yes; there is. 

Mr. Mutter. Is there any doubt in your mind as to whether or not 
that person whom Mr. Horner introduced to you on the telephone as 
Mr. Benedict is the same voice that you spoke to at the instance when 
Mr. Lane, or whose voice you heard when Lane called in to him? 

62408—55—18 
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Mr. Hosxrnson. Let’s put it this way: A man like the man at the 
Tilinois number, the Swedish fellow, is a type of voice that you most 
definitely can distinguish. 

Mr. Mutrer. We can rule him out; he is certainly not the man 
Lane spoke to. Now, how about the second man ? 

Mr. Hosxrnson. The second man’s voice was a very common, easy- 
spoken type of voice that you hear around New York and which could 
very likely be the same voice. I mean, how do I know but that it was 
along the same type. It did not have an accent, one way or the other, 
just plain American. 

Mr. Muvrer. But when you got through talking to him, you were 
not prepared at that moment to take an oath that it was the same 
voice you heard Mr. Lane talking to? 

Mr. Hosxrnson. No; I would not. But I have got my doubts be- 
cause of the suggestive type of mannerism in which I was—I hate to 
be questioned for information and have the answers suggested before 
I am asked the question. I like to answer my own questions. 

At that time, I was not fairly questioned, I do not believe. I mean, 
I feel I was getting roped into something, and I did not like it. 

I told 15 or 20 men in my sales organization, people who had been 
with me a long time, that I did not like the manner in which Mr. 
Horner was pushing me, so to speak, or suggestive thought, that this 
was a man—and that is the reason for my asking that question. I 
would like to talk to him. 

Mr. Mutrer. Which one was he suggesting was the voice, the first 
or the second ? 

Mr. Hosxrnson. The second. 

Mr. Barnes. I beg your pardon? 

Mr. Hosxrnson. He didn’t suggest; no. He said, “Is this the 
man?” 

I said, “It sounds very much like him.” 

Then we had this conversation; this gentleman and I. 

Mr. Mutrer. He asked you the same question about the first man, 
did he not, the Swedish voice? 

Mr. Hosxrnson. Yes; and I told him it was not. 

Mr. Barnes. I beg your pardon. Mr. Horner called two people in 
your presence? 

Mr. Hosxtnson. No; he had me call the Illinois number. Then I 
called him back and said, “No; that is not the man.” 

Mr. Barnes. I see. 

Mr. Hoskrnson. That same conversation, another man came on the 
phone and he said, “Is this voice the one?” 

I said, “I believe it is.” 

Then that conversation went on and that fellow who was on the 
— admitted—no; I take that back. He said, “This is Mr. Bene- 

ict.’ 

I had a conversation again with Mr. Benedict. We had a very 
friendly conversation. Now, I only ask the request because I have 
a feeling that perhaps—I will tell you why I have that feelin 


That gentleman on the phone at that time sounded very highly like 


you. 
Mr. Barnes. Mr. Hoskinson, I am from the Southwest. 
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Mr. Hosxrnson. It didn’t make any difference; it sounds to me as 
though I have talked to you. Now, that is the reason I would like to 
talk to Mr. Benedict. ' 

Mr. Motrer. Is there any objection on the part of the committee ? 

Mr. Barnes. Suppose we put Mr. Benedict on and swear him, and 
tell about the conversation ? 

Mr. Hosx1nson. I will tell you this—— 

Mr. Barnes. I beg your pardon. We are before the committee. 

Mr. Mutter. Will Mr. Benedict please rise. 

He Benepict. Surely. 

r. Muurer. Will you identify yourself for the record, please ? 

Mr. Benepicr. I am Mr. J. F. Benedict, regional director of the 
New York office for the SBA. 

Mr. Moutrer. We will do something unusual. Will you raise your 
right hand. } 

Do you swear to tell the truth and nothing but the truth before this 
committee ? 

Mr. Beneprcr. I do. 

Mr. Mutter. Now we have two witnesses on the stand. Try, in 
talking to each other, that only one talk at a time, so the reporter can 
take it. 

Now, Mr. Hoskinson—— 

Mr. Hosxrnson. I may upset the applecart. 

Mr. Mutrer. Mr. Hoskinson, you cannot upset the applecart. All 
we want here is the truth. 

Mr. Hosxrnson. I do not believe that Mr. Benedict’s voice is the 
voice that I talked to on the telephone. 

Mr. Mutrer. On which occasion ? 

Mr. Hosxinson. On the last occasion, which I was just talking 
about. 

Mr. Motrer. On the occasion suggested by Mr. Horner? 

Mr. Hosxinson. He was introduced to me by Mr. Horner. How- 
ever, that is just my belief. His voice was smoother and easier than 
this gentleman’s seems to me at this time. I mean, I could recall the 
conversation we talked, very well, and he could very well be the man. 
But it does not sound like it to me. 

Mr. Mutter. Mr. Benedict, did you ever talk to Mr. Hoskinson on 
the telephone ? 


TESTIMONY OF J. F. BENEDICT, REGIONAL DIRECTOR, SMALL BUSI- 
NESS ADMINISTRATION, NEW YORK, N. Y. 


Mr. Benepict (having been first duly sworn by the chairman). Yes, 
sir; I did on that occasion and that occasion only. Mr. Horner was in 
my office and called Mr. Hoskinson. I said at the time that I had 
never talked to Mr. Hoskinson, and I welcomed the opportunity to 
talk to him over the phone. 

However, I assure you I had no idea of what he looked like or what 
he sounded like. I welcomed an opportunity to do it. 

Mr. Murer. Was Mr. Horner at your desk when he called Mr. 
Hoskinson and suggested that he call an Illinois number ? 

Mr. Benepict. No: I know nothing about that. 

Mr. Hosxrnson. That was only a matter of 5 minutes between the 
time; 5 to 10 minutes between the time. 
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Mr. Murer. How much time did Mr. Horner spend in your office? 
I assume this all, the time you spoke to Mr. Hoskinson, was from the 
SBA office in New York? 

Mr. Benepicr. Yes, sir. 

Mr. Murer. How much time did Mr. Horner spend in your office 
on that occasion ? 

Mr. Hosxrnson. I do not know if I could say. But, I would have 
said that it would have been longer than 5 minutes, although in fact, 
I do not know what section of the city an Illinois number would come 
from, frankly. 

Mr. Mouurer. Mr. Horner had the free run of the office, he was in 
and out whenever he pleased; is that not so? 

Mr. Benepicr. We tried to provide the services that would accom- 
modate the people who come from the Washington office always. 

Mr. Hoskinson. It took only the time for me to dial the [linois 
number, talk to him for maybe a few minutes. I mean, not even a few 
minutes, because the guy did not want to talk to me, just a stranger. 
Mr. Horner prompted me the things to say to the gentleman. I hung 
up the phone then and called back Mr. Horner, and that amount of 
time that it took 

Mr. Barnes. Mr. Chairman, I would like to ask Mr. Benedict a 
couple of questions. 

Mr. Benedict, you are under oath. 

Mr. Benepicr. Yes, sir. 

Mr. Barnes. Did you, or have you, to this moment ever seen a copy 
of Mr. Horner’s report made of his inv estigation of that telephone 
call? 

Mr. Benepicr. No, sir. 

Mr. Barnes. Can you tell this committee anything about what 
Mr. Horner investigated when he was in New York City ? 

Mr. Benepicr. No; other than what he came to see me about; that 
is all. 

Mr. Barnes. Do you know anything about other conversations Mr. 
Horner had with Mr. Hoskinson ? 

Mr. Benepicr. No, sir. 

Mr. Barnes. You have no knowledge of them whatsoever ? 

Mr. Roosrvett. What did he come to see you about? 

Mr. Benepicr. It was about this investigation we are talking about 
here, and he came to ask me what knowledge I had concerning it, 
and brought up the point that Mr. Hoskinson brought up. I said I 
would welcome an opportunity to talk to Mr. Hoskinson because this 
was news as far as I was concerned, and I never had a conversation 
with him, and I would surely welcome an opportunity of having it. 

Mr. Barnes. May I say to the committee, this was a serious allega- 
tion that was made against one of our field officers. I directed that 
an investigation be made by our Compliance and Security Office. 
We do not tell people the subject of an investigation and what else 
goes on. I have a copy of that complete investigation. It is my 
intention to file it. with’ the committee, not make it a public record, 
but file it with the committee for your examination. 

Mr. Horner, the one that made the investigation, is an experienced, 

capable investigator. If you wish to call him before you, he is avail- 
able. But we regard these as serious charges and have so treated them. 
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Mr. Benedict, naturally, was concerned because his good name was 
impugned. 

Mr. Hosxrnson. Certainly. 

Mr. Barnes. His good name was impugned by these allegations 
all made on a basis of telephone calls made in Mr. Hoskinson’s presence 
by a man for ulterior purposes of his own. 

Mr. Roosevetr. Can I ask Mr. Benedict just a couple of questions ? 

Do you know Mr. Vincent Lane? 

Mr. Benepicr. Yes, sir. 

Mr. Roosrvettr. Do you know that Mr. Lane knew Mr. Hoskinson ? 

Mr. Benepicr. I knew that he had talked to Mr. Hoskinson at one 
time, but I knew nothing about it other than that, that was in con- 
nection with me in any way. 

Mr. Roosrvett. Mr. Lane is employed in the company that has your 
name? 

Mr. Benepicr. Not now. He was. 

Mr. Roosrverr. At this time he was? 

Mr. Benepicr. At that time he was, yes. That was August of last 
year. 

Mr. Roosrvetr. Yes. 

Mr. Benepicr. Yes; he was at that time. 

Could I add one thing, sir? It is not a question of his being an 
officer of the company. He was in no official capacity as an officer 
or in any capacity like that. He was a sales manager for the product 
in that area, 

Mr. Mansss. Mr. Benedict, when you advised Mr. Horner that 
you would like to speak to Mr. Hoskinson, did he call Mr. Hoskinson ? 

Mr. Benepicr. Yes, sir. 

Mr. Maness. He dialed the number? 

Mr. Benepict. I assume he did, I sure did not. I had no idea how 
to dial it. 

Mr. Hosxrnson. I was not called. I called him. 

Mr. Benepicr. Did you call in at that time? 

Mr. Hosx1nson. I called the Illinois number and talked to that 
gentleman, and he told me to call him back when I found that out. I 
called him back and at that time, right after I said, “No, I do not 
recognize that voice,” then you and I had the conversation. 

Mr. Maness. What number did you call the second time ? 

Mr. Hosxtnson. That I could not tell you at the present time. I 
know I wrote it down. There were three telephone conversation ; first, 
Mr. Horner called me and told me to call this Illinois number. 

T have a little desk there that I write down on scrap paper the num- 
bers. Then I called that number and called him back. That was the 
last I ever heard of Mr. Horner. 

Mr. Roosevettr. Did Mr. Horner give you this number to call him 
back at? 

Mr. Hosxrnson. Yes, sir. 

Mr. Roosevett. In other words, you did not know where this num- 
ber was? 

Mr. Hosxinson. No. No, I could not say. I remember the Illinois 
number because that was near Mr. Benedict’s other plant, and I used 
to have a shop in that vicinity and I know where that is. 

Mr. Benepicr. Pardon me. I would like to correct one point there. 
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I assumed that number was dialed from our offices in New York. It 
was not dialed from my office because the extension upon which Mr. 
Horner would phone would have to take in a separate telephone. I 
had thought that he dialed Mr. Hoskinson, but it might have been 
the reverse. 

Mr. Hosxrnson. Yes. 

Mr. Muurer. Mr. Barnes, are you through ? 

Mr. Barnes. Just to clear up one point that you made. Were you 
in any way connected with Lane after the time of this loan, of the loan 
authorization ? 

Mr. Benepicr. We were terminating the connections that we had 
just about that time. I would say that we terminated our active sales 
work about 2 weeks prior to the time, 3 weeks prior to the time that 
we received the authorization. 

Mr. Hosxrnson. They were in the process of tearing this organiza- 
tion down at the time that I met Mr. Lane. 

Mr. Barnes. This person that was in Mr. Brainard’s office that 
Lane made his conversations to, it is not your thought that she got any 
of her information from the Small Business Administration. She 
got it from Mr. Brainard, didn’t she? 

Mr. Hosxrnson. I would say—lI often was going to tell Frank that 
he should not allow, in fact, several times I told him, “You have a 
nee your midst that I, as a businessman, would immediately get 
rid of. 

I would never actually tell him who it was because I did not feel it 
was my duty. 

Mr. Barnes. I see. 

Mr. Hosxkrnson. Because I was there when he would dictate many a 
letter, and I knew that that was public information, at least, it was 
public to Mr. Lane, and it had to do, some of those letters, with me. I 
did not hardly care for that to be passed along. 

Mr. Barnes. But then, if she obtained information for Lane, it 
would be only because Mr. Lane had requested it ? 

Mr. Hoskrnson. Requested it. 

Mr. Barnes. Or, if he had gotten information from someone else; 
is that correct ? 

Mr. Hosxrinson. The reason that he would call her in my presence 
would be to bring me up to date and tell me that this loan was in a 
very bad position at the present time. But I will say one thing. 
That did come up at one meeting I had with Mr. Lane. I said, “How 
are things going for Frank?” He said, “I talked to Mr. Benedict, 
and my golly, I believe he is going to make it.” 

Now that was one of the conversations, that he thought he was 
going to make it. 

Mr. Barnes. On the assumption that Mr. Lane did talk with Mr. 
Benedict, and 

Mr. Hosxrnson. I do not know that he did. 

Mr. Barnes. Yes, sir. 

Mr. Hosxrnson. Naturally. 

Mr. Barnes. All right. That is all. 

Mr. Muurer. Mr. Brainard, do you want to ask this witness any 
questions ¢ 

Mr. Braryarp. No. 
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Mr. Mutter. I think this would be a good point to recess. 

Mr. Brarnarp. Excuse me. May I have a statement on the record ¢ 

Mr. Muurer. Mr. Benedict will be here again tomorrow, will he 
not? Mr. Barnes can you let the committee have the statement over- 
night that you referred to before? 

Mr. Hoskinson, you are excused. 

Mr. Hosxinson. May I ask you something? If this is a matter of 
record, is is possible that I could have, because I came down here 
even without the authority of my lawyer, and I would like to have a 
copy of it. If it is possible, could I do that, and how would I go 
about that? 

Mr. Mutter. Well, we will let you have a copy for correction, which 
will then have to be returned. But you can make a couy of that if 
you want to. 

Mr. Hosxinson. I would not want to correct it. 

Mr. Mutter. We will make a copy available to you. 

Mr. Hoskrnson. I would appreciate it greatly. 

Mr. Mutter. Thank you for coming here, sir. 

Mr. Barnes, will you make available to us the statement you re- 
ferred to during the interrogation of the last witness, and then we 
will recess until 9:30 tomorrow morning, so that we can get along 
as expeditiously as possible. This has taken much longer than we 
anticipated. Nevertheless, we will not close it until it is finished. 

We do have other witnesses scheduled for tomorrow, and we have 
to keep them waiting until we can complete this. 

The meeting will now stand in recess. 

(Whereupon, at 5:15 p. m., the committee adjourned, to reconvene 
on Wednesday, March 9, 1955, at 9: 30 a. m.) 
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Untrep States Howse or REPRESENTATIVES, 
SeLect COMMITTEE ON SMALL BusINEss, 
SuBCOMMITTEE No. 2 
Washington, D. C. 

The sube ommittee met, pursuant to recess, in room 1435, New House 
Office Building, at 9:40 a. m., Honorable Abraham J. Multer (chair- 
man of the subcommittee) presiding. 

Present: Representatives Multer, Roosevelt, Riehlman, and Seely- 
Brown. 

Also present : Irvin 


g Maness, subcommittee counsel. 


Mr. Mutrer. This hearing will please come to order. 1 believe that 
we were in the midst of Mr. Brainard’s testimony. I think we were 
about ready for examination. Will you step forward, Mr. Brainard? 


TESTIMONY OF FRANK S. BRAINARD, JR.—Resumed 


Mr. Mutter. I think you completed your direct statement, have you 
not ? 

Mr. Brarnarp. Yes, I had. 

Mr. Mutter. Is there something else you wanted to add ¢ 

Mr. Brarnarp. Yes, I have some photographs and advertisements 
and so on here which I would like to submit. You have no record of 
those ? 

Mr. Murer. You may proceed. 

I might say at this time that when we set these hearings originally, 
we thought that we would be able to finish by tomorrow. Obviously 
we cannot and under the circumstances in order to try to finish we 
will work all day Friday, if necessary. 

Tomorrow morning we have scheduled Assistant Secretary of De- 
fense, Mr. Pike and the Administrator of General Services Adminis- 
tration and since it would be most inconvenient to them to change 
those times, we will have to hear them in the morning and as soon as 
we get through with them we will then resume this phase of the 
hearings. 

I think that in view of the fact that we have both of those gentle- 
men here tomorrow morning and so that the Small Business Adminis- 
tration may get in its office work, too, it might be just as well that 
we do not plan having any part of the Brainard testimony tomorrow 
morning, but set that to resume after we conclude with the other 
agencies presentations. Let us resume with that phase of the hearings 
Thursday afternoon at 2 o'clock. Would that suit your convenience ? 
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Mr. Barnes. Yes. 

Mr. Mutter. Of course, we will try to finish. I hope that we 
can 

Mr. Barnes. Today? 

Mr. Mutter. Well, I say, I hope we can but if we cannot, let us 
plan on working tomorrow afternoon and Friday. I hope my esti- 
mate 1s wrong. 

Mr. Bratnarp. Before I show you these advertisements and photo- 
graphs, I would ask your indulgence on the problem that I see. 

Yesterday Mr. Barnes submitted some papers to you, a report, and 
that is what you have in front of you, I believe, with regard to 
investigation. 

I think that that probably is very germane to my case. I do not 
know what my rights are, but I would certainly request the opportu- 
nity of reading that and perhaps making it public. 

Mr. Muurer. I am sorry, Mr. Brainard, but we cannot comply with 
that request. 

This is a confidential office memorandum and the agency could very 
well sit back and say, “We are sorry, we will not even show it to you 
Members of Congress,” and they might be perfectly within their 
rights. 

Notwithstanding that confidentiality is necessarily attendant upon 
investigations of this kind, and knowing that that confidence will be 
honored, they are making it available to the members of the com- 
mittee for such use as we may find necessary. 

No part of it, however, will be made part of this public record or 
made available for use of anyone else without the advance consent 
of the agency. 

If we find it is necessary to do that, you may be sure we will ask 
Mr. Barnes for that consent and I am sure that he will cooperate. 

Let me also assure you that the members of the committee who have 
been present have made themselves familiar with the contents of this 
report and your rights will be fully protected, as will those of the 
general public. 

Mr. Brarnarp. Fine. 

Mr. Murer. Now you may proceed, Mr. Brainard. 

Mr. Bratnarp. Along with these various circulars of products that 
we have developed or were developing for civilian sate, I have a 
couple of pictures of the factory that we are operating. You might 
like to have them for the record. 

This is one of the main plants and you can see how it goes back a 
block and covers quite an area. 

Mr. Mvtrer. Mr. Brainard, we will take these photographs from 
you -y we have no facilities for printing photographs as part of our 
record. 

The record will indicate you have submitted to us the various photo- 
graphs which you can describe as you go along and they will remain 
on file with the committee. 

Mr. Brarnarp. Very well. Now, for the number of years that we 
have been in business, we have manufactured for the Duralast Corp. 
in New York a barbecue grill. We produced approximately 30,000 
of these a year and we are waiting to go into production on them 
immediately. 
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The owner of this product is up against it this year because we 
normally would start production in November or December but due 
to the difficulties we were having with the Small Business Adminis- 
tration, it was impossible to start prior to the shutdown of the plant. 
These dies were all available for us. They were designed originally 
by Raymond Loewy 

Mr. Mutrer. How long has the company been in business? 

Mr. Brarnarp. Two years. 

Mr. Barnes. Mr. Chairman, may I ask a question as to procedure, 
sir? 

Mr. Mutrer. Yes. 

Mr. Barnes. In order to conserve the committee’s time, I am sure 
you wish to stick pretty closely to the facts at issue. 

If we are conducting this to bring out evidentiary matter that per- 
tains particularly to this case, I would like to know: 

First, if evidence offered by the individual involved here is subject 
to objection because of irrelevancy and matters of that nature. 

I would like to say, second, that if it is not, in order to keep the 
record from being cluttered up, I will be glad to dictate into the 
record a stipulation that will conserve all of these vast pages of 
evidence that the committee is taking. 

If you will decide those two points I think we can save the com- 
mittee’s time. 

Mr. Bratnarp. Before you decide, I would like to make a state- 
ment about that. 

These points I am going to make right now are absolutely germane 
to the whole problem because they are _ of the picture, what we 
were doing, what we are doing, and what we will be doing in the 
future, and our whole businessin the future is based on this. 

Mr. Barnes. Mr. Chairman, there were unsubstantiated statements 
made repeatedly here, and when you talk about business that you can 
get and so forth, I would object unless there was proof. 

Mr. Muurer. Let me state the parliamentary situation. 

Objections as to relevancy and germaneness can be made and will 
be entertained only if made by a member of the committee. 

For the guidance of the witness, Mr. Brainard, let me say to you 
that this committee will not under any circumstances attempt to pass 
on whether or not the lending agency did or did not exercise good judg- 
ing in rejecting the loan or approving the loan, as the case may be. 
We will not get into that sphere of activity. That is solely within the 
judgment of the agency and we do not intend to supplant their judg- 
ment with our judgment nor to review their judgment. 

We will only review those acts which would indicate bad admin- 
istration or maladministration or misfeasance, nonfeasance or 
malfeasance. 

But, we will not attempt to review their judgment as to whether it 
was good or bad. You or I or any member of this committee, sitting 
as a loan officer, might have rejected this loan or approved it, but that 
is not the question at issue and this committee will not review that 
question. 

Mr. Brarnarp. This will not take very long 

Mr. Mutter. So, I think possibly we could take a statement from 
Mr. Barnes, he being a lawyer and you not being a lawyer, which 
might shorten all of this, as to what information was submitted to the 
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agency as part of your application and what they did by way of view- 
ing your premises and your equipment and looking into what products 
you could make and what you had made or what you might make in 
the future. Don’t you think that might serve the purpose ? 

Mr. Brarnarp. This will take just 5 minutes to do this. 

Mr. Muurer. Well, we will get it into the record faster that way 
than arguing. Do you agree, Mr. Riehlman ? 

Mr. Rrenuman. I agree. As long as he has started his statement, 
let him finish it and then we can entertain the same suggestion Mr. 
Barnes has given to testify with regard to the inspection they have 
made, as you have outlined it. ° 

Mr. Brarnarp. The second item that I have here is that we have 
developed substantial business with practically all of the airlines in 
the manufacture of tray tables and game tables to go under the seats 
in the planes, and we have sold them to 5, 6, 7 different airlines. That 
business was a continuous business with us and we were the sole sup- 
plier of this type of table for the airlines. It was a new type of table 
developed for the DC-6 and DC-7 for the American Airlines. 

This is a photograph of the new barbecue grill that is just coming 
out on the market through our various own jobbers. 

This photograph is a snack rack we have developed to go along 
with that. 

This photograph shows a new patented drapery item that has a 
vast market available to it. 

This is a new laundry rack that we have just developed, and these 
products are boxed, ready, they were all tooled, and they were just 
going on the market in December when the plant shut down. 

We manufactured and delivered to the city of Detroit last summer 
one of these trailer trains, of the same type used in the World Fair. 

We redesigned and had just started the manufacture of a rate-of- 
flow recorder for water meters to be used for water companies. That 
is a patent of my father’s which the Bristol had previously manu- 
factured. . 

Here is another circular. Now, yesterday, Mr. Hoskinson testified 
about this free heater of his. When he started, he had no sales, pro- 
duction—we started to manufacture that and I understand that he is 
selling something like 150 or 200 units a week, which is about $30,000 
to $40,000 which we would now be realizing. This is a circular of 
Mr. Hoskinson’s free heater. 

I have this advertisement which appeared recently in a Long Island 
paper, of the Micromoisture Co., selling Hoskinson’s free heater, and 
that is the same company for whom Benedict Manufacturing Co. 
sold an air-conditioning unit on Long Island last summer. 

Now, this Benedict Manufacturing Co. was working for this same 
company which is now tied up with the Hoskinson free heater, and 
that air-coditioning unit that they sold is nothing more than a pail of 
water with a fan blowing over it and, as such, it was as not really an 
orthodox air conditioner, although advertised as such. 

Here is a writeup on the Hoskinson thing in the Boston paper just 
given to us. It shows these advertisements are appearing all the 
time and they are selling these things all over the place. 

Here is an article written in Popular Mechanics about the Hoskinson 
free heater last fall. We did know that this was coming out last 
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summer when we helped Mr. Hoskinson develop it, and here is another, 
and here is another ad, and here are more. 

We are also making the food carriers for American Airlines, as 
you can see here. 

We have just completed our first paraplegic bed for victims who 
are bedridden. This was to be sold to people in the home, especially, 
or in hospitals, too, and they could do all the things that you could 
do normally with a crank on an orthodox hospital bed, by the use of 
two motors, you could raise your head, sit, raise your knees, by simply 
pushing buttons, just like automobile windows. 

You can see the work that we have done in doing this. This is now 
on display in Chicago and is a completed product, ready for the 
market today. 

We had been working closely with the Silver Aircraft Corp. in Des 
Moines and started developing the hollow blades in the J—57. There 
are two of them on that. We have been working on this all during last 
summer and T have made several trips to Des Moines. 

These were the items that we were going to produce this coming 
fall and winter. It takes a long while to develop this type of business 
and we spent a lot of money and we are very able to do that type of 
work. 

In connection with those products, we had just mailed a couple 
of weeks or so before we closed, this circular. It went out to manu- 
facturers’ reps all over the country and we had practically 100 per- 
cent return Teves these, with these letters, and I will leave this with 
you. I would like to get it back, if you would let me have it, because 
of our plans and hopes to get back into business and produce these 
items and sell them because, of course, we want to use all of these 
manufacturers’ representatives. 

Mr. Mutter. These are letters of inquiry with reference to your 
ads? 

Mr. Brartnarp. Yes. With reference to that particular circular, 
that is, that we sent to manufacturers’ reps. 

Mr. Rrentman. Mr. Chairman, I hate to question the germane- 
ness of the material that is being presented and I do not want to shut 
off and I do not suggest that the gentleman be shut off from testifying, 
but it does not seem to me that we as a committee are interested in a 
circular letter sent out and responses that came back to his own in- 
dustry. 

I don’t see what bearing it has on the information we are trying to 
solicit from the gentleman. 

If we are going to accept it, Mr. Chairman, I say that it be accepted 
and set aside and if the committee feels at a later date that they want 
to take a look at it, that is perfectly all right. 

Mr. Mutter. I think your suggestion is well taken, Mr. Riehlman 
and I think that we will follow that procedure; of taking it and laying 
it aside subject to committee action. 

Mr. Rrentman. I do not want to shut the gentleman off from any 
pertinent information that he can give us with respect, as you sug- 
gested, where the SBA has been derelict in its duties, and so forth, 
but I do not think that we should clutter up our records with all of 
this additional information which we are not particularly interested 
in. 
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Mr. Muurer. Have you completed your statement, Mr. Brainard ? 

Mr. Brarnarp. Yes. 

Mr. Mutrer. Just one question, Mr. Brainard, which suggests it- 
self to me, with reference to these various exhibits that you submitted, 
particularly the last one, indicating the things that your company in- 
tended to produce. 

Is it not a fact that every one of the items on this last exhibit are 
competitive items, they are not items you exclusively make / 

Mr. Brarnarp. This is patented [indicating]. 

Mr. Mutrer. You are referring to the drape hanger ? 

Mr. Brarnarp. No one is going to compete with us because that is 
made on our dies. 

Mr. Murer. You are talking about, now, the charcoal grill? 

Mr. Brarnarp. And we can do that for a lot less than anyone else 
can 

Mr. Mutrer. Mr. Brainard, I believe you misunderstand me. While 
it is true that only your company may be able to make these items from 
the dies which you own, the fact of the matter is that every one of these 
are competitive items, the trays and clothes. driers and snack racks 
and charcoal grills—they are all made by other companies? 

Mr. Brarnarp. That is right. 

Mr. Mutrer. The drape hanger, you say, is exclusive with your 
company ¢ 

Mr. Brarnarp. That is right. Most items we manufacture today 
are competitive items with everyone—automobiles, planes—— 

Mr. Murer. I understand, I just wanted to get the record clear on 
that matter, that is all. 

Mr. Brainarp. May I finish reading the last portion of this state- 
ment ? 

Mr. Murer. Now, the entire statement is in the record. 

Mr. Brarnarp. Yes. I think the last few points are important. 
May I not read them ? 

Mr. Mutrer. I think that everything you have said, Mr. Brainard, 
is important and at the same time I do not think anything is of suffi- 
cient importance to be repeated. We do want to get along. If you 
feel it necessary to repeat it, I am not going to stop you. 

Mr. Bratnarp. Well, I would just like to emphasize the last portion 
of this statement, how everyone cooperated with the exception of the 
Small Business Administration. 

Mr. Murer. Well, I think you have already told us that but if 
you think it is necessary to state it again, go ahead. 

Mr. Brarnarp. Well, if you don’t want me to say it again 

Mr. Muurer. Of course, I don’t want you to repeat anything you 
have already said. I think the committee is very attentive; and be- 
fore we make a report, every last word of your testimony and all the 
testimony adduced will be reread by the members of the committee 
and by the staff. 

We do, however, want to make some progress—but I am not going 
to stop you from saying anything you want to say. 

Mr. Brarnarp. Well, just let me read the last few pages, and then 
I won’t take any more of your time, 

Mr. Murer. Go ahead. 
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Mr. Brarnarp. In concluding my statement to this committee, I 
would like to make three points which are presently important to our 
situation only: 

1. The two reasons which were given by SBA men, in Mr. Seely- 
Brown’s office on Tuesday, February 8, 1955, for not disbursing our 
loan were: 

(a) Adverse change—We have shown that we admitted that we 
would have adverse change to Mr. Barnes before he granted the loan— 
that is, until disbursement when there would be a radical change for 
the better. We admitted adverse change on October 30 in writing, 
7 days after receiving the authorization, at which time SBA had our 
September figures showing this change. There was no adverse change 
in October. If disbursement was not to be made, based on adverse 
change, we should have been so notified at that time, October 30, and 
not some time later after we were required to do many other things 
at great cost in working time and money to our company. 

(6) Standby agreements.—We furnished these in the condition and 
amount required by SBA. They are valid agreements today. 

2. We can still continue our sie successfully if SBA will dis- 
burse the loan immediately. 

(a) Western Electric has left the tools and the work-in-process on 
the telephonic relay housing in our plant hoping that we can get started 
again. Therefore, this contract will be available for assignment of 
proceeds to SBA, amounting to more than $120,000 net. 

(6) The landlord will return the factory by our paying the rent up- 
to-date. If not, there is another plant available for us. 

(c) This program was outlined in my last letter to Mr. Barnes on 
January 31, 1955, and the conditions still remain substantially the 
same. Loan of $60,000 immediately and $5,000 weekly for 3 weeks 
for total of $75,000, a reduction from $85,000. With the passing of 
another month that means this month of March, we must pay $4,500 
more to the landlord for rent which would make the cbiaiaial disburse- 
ment $64,500, and the total loan $79,500. Other conditions will remain 
the same with the loan being liquidated in full within 4 months. 

3. The last, and a very important point, is that the labor, still out 
of work and hard-pressed to maintain themselves, will be back at work 
immediately following disbursement of the loan. 

I repeat, this loan can still be made without risk to SBA. 

At this time, I want to express the sincere gratitude of all our em- 
ployees, who, with me, appreciate more than words can tell the chance 
you have afforded us to be heard by our Government. We all anxious- 
ly await the opportunity, which you can give us, to return to work. 

Mr. Rieutman. Mr. Chairman, I appreciate the concluding re- 
marks Mr. Brainard has made in his statement. 

I hope that the gentleman realizes that this committee—and I think 
I understand my chairman correctly—will make no recommendations 
with respect to consideration of this loan. So that your last state- 
ment—that you and your employees are awaiting anxiously, apparent- 
ly, what we can do to assist in granting this Rennd do not think 
should be allowed to stand with the impression—may I reiterate, that 
the committee is going to take any active part with respect to the 
SBA/’s action on the loan. 

Am I correct? 
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Mr. Mutter. Mr. Riehlman, you are absolutely correct and I am 
sure no Member of the Congress has given Mr. Brainard or anyone 
else that comes to any member of the committee or subcommittee staff, 
the idea that this committee or any member of the committee will rec- 
ommend to that agency over which it has legislative jurisdiction as to 
what it shall or shall not do under the law which requires that agency 
to assume the burden and responsibility of implementing the law. 

We are a study committee. I do not like to use the word “investiga- 
tive.” It is a study committee which is set up as a special committee 
to investigate and study all the problems of small business and the 
operation of these various agencies. 

We will not under any circumstances in any case make a recom- 
mendation to any agency that they should do anything in a particular 
case. That is not our function and not our responsibility. 

Now, Mr. Brainard, I think you have now concluded your principal 
statement. 

There is a gentleman from Kansas City here who came in yester- 
day hoping to be the first witness this morning and who must get 
back home, and we would like to hear him first. 

Will the hearing please come to order. 

Are we ready to resume with Mr. Brainard ? 

Mr. Brainard, I think we have got to the point where you completed 
your statement and I think we are ready for asking any questions the 
committee might want to put to you. 

Do the committee stanlen have any questions at this time? 

Mr. Rreniman. I have no questions at this time, Mr. Chairman. 

Mr. Seety-Brown. I have none. 

Mr. Murer. Mr. Barnes, did you want to examine Mr. Brainard 
at this time ? 

Mr. Barnes. Mr. Chairman, we will waive or reserve cross-exami- 
nation at this time. Mr. Brainard has given a rather lengthy state- 
ment and a detailed cross-examination would in itself consume a great 
deal of time. It may be the committee will wish to engage in cross- 
examination after I have finished my statement and, if so, I might 
reserve a few questions at that time. 

Mr. Mutrer. Your right to examine Mr. Brainard at a later time 
will be reserved to you. 

Do you want to make your statement at this time, Mr. Barnes? 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. Then, if you will step up to the table. 


TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION—Resumed 


Mr. Mutter. Will you sit down there, Mr. Barnes, please ? 

This is Wendell Barnes. He has already been. identified on the 
record. 

Mr. Barnes, you may proceed as you see fit, to make any statement 
that you care to or call any members of your staff that you think we 
should hear. 

Mr. Barnes (having been first duly sworn by the chairman). Mr. 
Chairman, I will testify from certain notes and memoranda which 
I have in my possession which were made at the time these various 
instances occurred and will use those either to read from to refresh 
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my memory or to interpolate from as I go along, and, of course, we 
will leave all these documents, which are official communications in 
the agency, or copies of them, with the committee. 

I would like to deal at the start with the allegations which have 
been, in my opinion, quite carelessly made with reference to some of 
the employees of the Small Business Administration. I will refer 
back to some of the testimony yesterday. 

If the committee will recall, the conversations of Mr. Hoskinson 
and the matters to which he adverted in his testimony occurred during 
the laiter part of August and September 1954. Now, I listened care- 
fully to his testimony and tried to get it in the record, and I believe 
the record will show that there was no statement that he made which 
occurred with reference to conversations subsequent to September of 
1954. 

I would like to say in opening, just as a comment, that in order to 
put this matter in its proper perspective, I expected perhaps that some 
time I would be called before a committee to be interrogated about 
some bad loans that I had made, and in this particular instance now 
all of the matters that we are discussing is about a loan which we did 
not make, which we considered a bad loan and did not in the final 
analysis make. And I think that perspective should be kept in mind 
by the committee in connection with my testimony. 

Mr. Mcvrer. Mr. Barnes, may I interrupt you just long enough to 
ask whether or not you want this record to indicate that the SBA has 
made bad loans? 

Mr. Barnes. I hope that we have not. Our repayment record so 
far is very good indicating that the loans are good ones. Of course, 
we did authorize this loan. It is my purpose now to explain the cir- 
cumstances under which we did and why we did and then why the 
cancellation, I mean why the authorization was canceled. 

Of course, some of the matters about which I will testify have not 
been within Mr. Brainard’s knowledge. You don’t reveal to an appli- 
cant all of the circumstances that surround an examination of an 
application for a loan nor all of the conclusions that are drawn in 
connection with the granting or cancellation of the loan. 

But, be that as it may, prior to the 30th of September this applicant 
had filed two loan applications which had been considered by this 
Administration and had been declined. Now it is not our normal 
practice to reveal how the recommendations of the various offices are 
in connection with a loan application. We believe that is an internal 
matter and it is one that should be kept confidential within the agency, 
in order that each person shall feel free to give his independent judg- 
ment and his recommendation. But in the case of this loan I am going 
to break that agency rule because I think it has significance as indi- 
cating the intent of the New York office and of the Small Business 
Administration to make or not make the loan and to disburse or not 
disburse the loan. 


TESTIMONY OF WENDELL B. BARNES—Resumed 


Mr. Barnes. The application which was filed on September 20 was 
for a reduced amount, and it was recommended by Mr. Benedict in 
the New York office. Now to that I attach significance, that after 
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these telephone calls and conversations took place Mr. Benedict had 
been interested in not making this loan or in ans the business or 
any of these other allegations, which, if true, it would have been very 
easy for him at that time to have not recommended the loan as they 
had done in two previous instances, and no one in the agency or any- 
one else, any place else in the agency, would have given a thought to 
it. But on the third application that came in, which was for a reduced 
amount and which had some different aspects to the prior applications, 
it had a recommendation for approval of the loan. 

Mr. Mutrer. Can you give us the dates, the sequence of the three 
applications—the figure and the dates? ; 

fr. Barnes. It will appear in my testimony. I am dealing now 
just with the Benedict matter which I wish to dispose of first. 

The allegations which Mr. Brainard made yesterday and has now 
made public were first brought to my attention in December. I will 
now read a letter as to what I did following—this letter is addressed 
to you, Mr. Chairman—the knowledge of those allegations which I 
would regard as very serious, if true. 


Dear Mr. Mutter: The allegations of Mr. Frank Brainard and certain union 
officials that Mr. J. Frederic Benedict, regional director of the New York Office 
of the Small Business Administration, had some intent to acquire Mr. Brainard’s 
business, or a portion thereof, through a transaction with one Vincent Lane, were 
fully and completely investigated at my direction by the Office of Compliance 
and Security of the Small Business Administration. Mr. Arthur D. Horner, 
who was at that time on the Washington staff of the Office of Compliance and 
Security, and who is an experienced investigator, formerly employed by the Fed- 
eral Bureau of Investigation, was assigned to make this investigation, which 
was conducted in New York the week of January 3 to 7, 1955. 

Upon the completion of his report, which I examined carefully, I concluded 
that the investigation had been made in an objective and impartial manner and 
that the allegations made against Mr. Benedict were in fact without any truth 
or substance whatsoever and that Mr. Benedict was in no way responsible for 
any of the actions of Mr. Vincent Lane in connection with Mr. Brainard’s busi- 
ness. However, upon first learning of these allegations, Mr. Benedict disquali- 
fied himself from any further consideration of or action on the application for 
a loan made by the Brainard Industries, Inc., and thereafter Mr. Alexander M. 
Horner, chief financial specialist of the New York regional office of the Small 
Business Administration, was appointed Acting Regional Director to serve in 
all matters relating to the loan application of Brainard Industries, Inc., and has 
so served since on or about November 30, 1954. The staff of the Senate Small 
Business Committee has been kept constantly informed of the status of this par- 
ticular loan since on or about the 1st of December 1954, and a copy of my letter 
dated February 8 to Senator Edward J. Thye, former chairman of the Select 
Committee on Small Business of the Senate, on the matter is attached hereto. 

There is also attached a copy of a memorandum dated February 3, 1955, from 
Alexander M. Horner, Small Business Administration New York regional office, 
to myself, which sets out factually the events in connection with this loan appli- 
cation which occurred subsequent to the date of the letter to Senator Thye. These 
two documents contain a full statement of the general facts relating to the mat- 
ter of Brainard Industries, Inc., loan application. 

A copy of the report of the investigation of Mr. Arthur D. Horner of the 
Washington staff of the Office of Compliance and Security of the Small Business 
Administration is transmitted herewith for the files of your subcommittee, with 
the request that this letter and attachment be read following Mr. Brainard’s 
testimony and thereafter introduced into the record, and that the investigative 
report be retained in the files of the committee. 


Now I will read the letter to Senator Thye, and then deal more 


specifically with some of the serious charges which I think have been 
loosely made before this committee. 


Dear Senator THYE: In reply to your letter of February 7— 
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rhaps I had better read Senator Thye’s letter first. This is his 
ebruary 7 letter: 


Dear Mr. Barnes: I have received inquiries concerning the matter of a loan 
application and authorization to a firm in New York City known as Brainard 
Industries, Ine. 

I am aware that while I was still serving as chairman of the Senate Small 
Business Committee, members of the committee staff consulted with you and 
Mr. W. Norbert Engles. 

I would appreciate it greatly if you could bring me up to date on the status of 
this case and furnish me with a background of facts as they are contained 
in your files. 

Your cooperation in this request is sincerely appreciated. With kindest per- 
sonal regards. 

Sincerely yours, 


Epwakrp J. THYE. 
My reply is as follows: 


In reply to your lettter of February 7, regarding the status of the loan to the 
captioned corporation, I thought it incumbent upon me to advise you fully with 
respect thereto. 

On September 20, 1954, the company filed an application with our New York 
office for a loan in the amount of $100,000 to mature 1 year from date of author- 
ization, the proceeds to be used to process certain purchase orders the company 
had as a subcontractor with the Western BPlectric Co. This application was de- 
clined on September 30, 1954, because of lack of reasonable assurance of ability 
to repay loan from earnings, and satisfy other creditors; also, disproportion of 
debt to net worth. The application was reconsidered on October 7, 1954, for a 
loan in the amount of $85,000, and declined for substantially the same reasons. 
For your information, the company’s balance sheet dated August 31, 1954, on 
which the above actions were taken, showed a total indebtedness of $305,000 
as compared to a net worth of only $2,000. 

Shortly after the application was declined the second time, Mr. Frank Brain- 
ard, president of the company, called at the Washington office for the purpose 
of discussing the application and the future prospects of the company. Mr. 
Brainard stated: 

(a) That the company had previously produced identical items for Western 
Electric as those called for in the purchase orders for which he was seeking 
the loan. 

(b) That in connection with other contracts he had produced for Western 
Electric, the company had accumulated a considerable amount of inventory 
which was peculiar to the purchase orders in question and therefore it would 
only be necessary to purchase a very small amount of additional inventory, ap- 
proximately $5,000, to complete the purchase orders then on hand, totaling 
approximately $168,000. 

(c) The funds requested from the loan would be used solely for labor, rent, 
overhead, ete., to complete the work. 

(d) That approximately $123,000 of the $125,000 of past due accounts pay- 
able, owed by the company, would stand by provided certain payments were 
permitted to be made on these accounts beginning in December 1954. 

(e¢) That the company had perfected two other items, namely, a food tray for 
use by airlines and barbecue grill equipment. 


[I will interpolate by saying that my recollection was that at that 
time Mr. Brainard mentioned certain plans which he had for develop- 
ing other items and products which he felt that, if he could hang on 
for a few months, he might be able to make these sales and increase 
his volume from these civilian items. 


(f) That if the company could obtain the loan it would enable them to com- 
plete the Western Electric purchase orders and at the same time give him an 
opportunity to raise some outside capital with which to carry on his civilian 
business. He estimated it would take approximately 4 months to complete the 
purchase orders. 

I advised Mr. Brainard at this meeting that the credit factors involved were 
extremely adverse; that the loan had not received favorable consideration on 
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two previous occasions; furthermore, that if a loan were authorized the condi- 
tions would be rather stringent and carefully spelled out and the terms of such 
an authorization would have to be promptly complied with and rigidly adhered 
to. In addition, I told him the only basis for a favorable reconsideration was 
the fact that the company had these purchase orders from Western Electric 
and from all indications was technically capable of performing them. 

I wish to interpolate at this point. There has not been any ques- 
tion by us of Mr. Brainard’s technical ability to perform this work. 
The disturbing fact about his case is that they did some rather good 
work in this factory. And I will say that the general picture at the 
time of my meeting with Mr. Brainard last October, that as it appeared 
to me was this. 

He had acquired this business under a lease arrangement in which 
the rental served to partially pay for the equipment which he had on 
hand. Now it was an improvident contract insofar as he was con- 
cerned, since, unless he was able to conduct his business at a volume 
that could enable him to meet these large rent payments, he was simply 
going down the drain and his creditors with him. 

I am sure, to the best of my recollection, in that October discussion 
with Mr. Brainard, that I pointed out to him that there was only 
about $16,000 involved in profits in the completion of these contracts, 
that that would be not any more than a drop in the bucket to satisfy 
his creditors, that his real problem was to get his creditors to stay 
with him during the period of this contract which he felt he could 
finish perhaps in March, and to in some way obtain an injection of 
equity capital by investment in his business to retire those debts so 
he wouldn’t have to pay them. He explained to me that that was not 
possible when he was in the present serious financial position. I am 
as certain as I can be of my recollection from October until now that 
he told me that if he didn’t get this loan or some help his doors 
would close. This was a last resort for him. So the question of put- 
ting him into bankruptcy is simply absurd. He had exhausted every 
possibility when he came to us, and I specifically asked him if he 
could obtain any equity capital at that time, and he said, “No; but 
if I can complete these contracts and keep my doors open, keep my 
business going, I believe that in the next 3 or 4 months I can obtain 
investors who will put some money into this business, and that is 
exactly what I want to do and intend to do. 

Mr. Murer. That is what Mr. Brainard said ? 

Mr. Barnes. That was what Mr. Brainard told me. 

Mr. Muurer. What was the date of that ? 

Mr. Barnes. That was about October the 12th or 13th. Now I 
certainly—— 

Mr. Murer. Pardon me. Did you know that at that time there 
was an action pending against the company by one of his creditors 
for some $20,000 ? 

Mr. Barnes. I did not. 

Mr. Murer. Did the New York office know that ? 

Mr. Barnes. If they did—they may have known that the case was 
filed. I had no personal knowledge of this meeting of the creditors’ 
committee. It was not brought to my attention until some time later, 
and if there is any error that was made in this by the Small Business 
Administration it was the fact that that knowledge was available in 
New York and was, perhaps, known to them since they sat down 
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with the creditors’ committee. But the creditors’ committee was very 
willing to work on this, you see, aiid apparently the decision was that 
it didn’t particularly affect the situation since the creditors were 
willing in effect to work on these standbys to a degree. I did not have 
any knowledge of the fact that the creditors’ committee had formally 
organized until in December, and I so noted it in my docket the 
minute I learned it. 

And I will now say to the committee, if I had known that in October, 
on October 13, my decision would very likely have been otherwise. It 
was an omission, but not a serious one in view of the fact that the 
creditors’ committee, as indicated yesterday, were cooperative. 

Mr. Muturer. They are still cooperative if additional money is 
brought into the picture. 

Mr. Barnes. The effort was to keep this company open because it 
was capable of manufacturing the items it was working on. The 
question was simply and Loriiete and terrifically finances. It did not 
have and never has had enough equity capital in it. That was clear 
to Mr. Brainard. He knew that last fall. He knows it now. And 
if he could have injected $35,000 at any time bet meee October and the 
middle of the winter, we, in February, began, as I understood, pro- 
posing again that he ‘obtain inv estors, very likely the loan would not 
have been needed or, if so, it could have been worked out on a reason- 
able basis with the creditors. But that was not available. He told 
ie it was not available; he told me he couldn’t get it unless he had 
enough time to work on, to work out his problem. 

Mr. Muurer. When did Mr. Brainard take over this business? 

Mr. Barnes. I don’t know. 

Mr. Mutrer. Mr. Brainard, will you tell us when you took over 
the business ? 

Mr. Brarnarp. Well, I operated it for the old owners from Feb- 
ruary 1952, until the end of November 1952. I took it over to operate 
it myself on approximately December 1, 1952. 

Mr. Murer. And how much money did you put into the venture 
at that time? 

Mr. Brarnarp. No money. Actually, we had an advance on my 
barbecue-grill contract of $5,000. I paid the first month’s rent with 
that and I had a man loan me $5,000 to pay as a down-payment against 
the inventory which I had bought for thirty-five or forty thousand 
dollars, I think, at that time. 

Mr. Mctrer. Thank you. You may continue, Mr. Barnes. 

Mr. Barnes. All right, sir. 

May I say that this type of contract financing was not unsafe or 
risky provided the creditors agreed to forbear and am ided it could 
be handled without such a loss of operating funds that it just simply 
couldn’t proceed at all. 

(Mr. Multer temporarily departed the hearing at this time.) 

Mr. Barnes. It was very heavily involved. Everyone recognized 
that. But, as I told Mr. Brainard, we could finance these contracts 
and get in and out in 4 months; 5 "months safely, and only on that 
consideration would I entertain the idea of making the loan and 
that we would not make another one after that one. He would have 
that period of time within which to work out his financial problems. 
If he couldn’t his doors would close. I mean, that would be the end 
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of what we could do. I have related from conversation to the best 
of my ability and I will now proceed with the statement. 


Mr. Brainard assured me he would have no problem at all in getting the 
standbys and would work diligently to raise the additional equity capital to 
carry on the business and eventually place the company on a sound basis, enabl- 
ing it to pay off its past-due accounts. 

Solely on the basis of this discussion and understanding, I authorized a loan 
in the amount of $85,000 on October 13, 1954, the proceeds to be used solely for 
operating expenses in connection with the Western Electric purchase orders 
referred to above. The loan authorization was mailed to our New York regional 
office on October 20, 1954, whereupon a copy was sent to the borrower. The 
New York regional office furnished Mr. Brainard with the usual standby forms 
and requested information pertinent to the closing of the loan which included, 
among other things, a request for current financial statements properly certi- 
fied by the company’s certified public accountant. 


Now I want to get one other thing in the record right here in which 
my recollection and Mr. Brainard’s apparently do not agree. 

I specifically asked him at that meeting if he could switch over 
from the work that he was now on to the production of the Western 
Electric contract without any adverse change or serious adverse 
change. He may have stated that he would have some period in 
switching over in which he would not have the income they usually 
have, but the general tener of his statement to me was that I under- 
stood that there would not be such a serious adverse change that it 
would affect their financial ability to perform in the future. There 
is no question of a doubt in my mind of my recollection of his assur- 
ance to me of that fact, because I know that I pointed out to him that 
in all of our procedures we have a 4 months’ period after a loan is 
authorized during which it must be closed or the authorization lapses, 
and at the time of closing the decisions to be made in connection with 
the closing of that loan are delegated to the regional office, and one of 
the things they have got to find affirmatively is that there has not 
been a material adverse change sufficient to affect the credit factors 
to which the loan was originally based. Now my recollection is as 
I have stated; he has stated otherwise in his testimony. I merely 
wanted to relate exactly what my recollection is. 


Thereupon a current balance sheet with a qualified certification, which was 
unsatisfactory for our purposes, was submitted as a basis for disbursement. 


That is, a certification by a public accountant which was unsatisfac- 
tory for our purposes was submitted as a basis for disbursement by 
Mr. Brainard. 


However, this statement revealed that an adverse change had occurred in that 
an approximate loss of $34,000 had been sustained during the month of Sep- 
tember. In contrast to a $17,000 profit reported for the 9-month period ended 
August 31, 1954, on which loan approval was based, a $17,000 loss had been 
sustained for the 10-month period ended September 30, 1954. Further, a point 
- at issue was the proper certification of the actual inventory on hand available 
for producing the Western Electric purchase orders. When these matters were 
discussed with Mr. Brainard, he advised our New York representative that 
he was not concerned about the loss since it would actually have no effect on 
the production of the purchase orders, and as far as the certification was con- 
cerned, he would have his accountant furnish it. 

Subsequently, Mr. Brainard furnished a letter purported to have been signed 
by Mr. Fred Fisher, the company’s certified public accountant, which letter 
was a certification of the company’s inventory, as well as a certification of that 
portion of the inventory stated to be for use in processing the Western Electric 
purchase orders. Upon further investigation, it was learned that this letter 
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certification was issued without Mr. Fisher’s knowledge and consent and that 
his secretary had signed his name to the letter in Mr. Fisher’s absence from his 
office. The secretary stated that she thought it would be all right to take such 
action since Mr. Brainard repeatedly called her on the telephone insisting that 
he had to have such letter of certification in order to obtain disbursement of the 
loan, and that there was vital need for it. The letter actually was dictated 
over the telephone by Mr. Brainard to Mr. Fisher’s secretary. When Mr. 
Fisher returned to his office and learned that his secretary had signed the 
above letter, he insisted upon its immediate return. 


I will have more to say on that following this letter. 


Mr. Brainard then employed another accountant, C. J. Shapiro, to furnish 
a verification of the Western Electric inventory figures only. Shapiro's state- 
ment regarding the inventory is not considered satisfactory since he states that 
the figures furnished, representing this inventory to be approximately $78,000, 
is a figure that borrower’s management designated to him. 

With regard to the standby agreements which were to be furnished the New 
York office in connection with the loan disbursement, as of January 27, 1955, 
75 such agreements, totaling approximately $125,000 were furnished. Twelve 
of these in the amount of approximately $31,000 were reasonably acceptable. 
The remaining 63, in the amount of approximately $94,000, contained deficiencies 
which rendered them unreliable in the opinion of our regional office counsel. 
In order to avoid any misunderstanding, I dispatched a special counsel from the 
Washington office to assist in closing the loan. He concurred in the regional 
office counsel’s opinion regarding the standbys. Further, the attorney for the 
creditors committee, under which the company is operating, advised our New 
York office that involuntary bankruptcy proceedings had been instituted against 
Brainard Industries; that they would not consider executing standby agree- 
ments in proper form or revising the ones previously submitted. 

Because of the adverse change which had taken place since the loan was 
approved, our New York office was unable to disburse the loan and so advised 
the company. 

Many conferences have been held in Washington and New York with Mr. 
Brainard in an attempt to work this situation out so that the loan could be 
disbursed. The last such conference was held in the Deputy Administrator's 
office on January 24, 1955, at which time Mr. Brainard stated that he could 
probably raise $35,000 to $40,000 cash to inject in the company to cure any 
adverse change which had taken place. 


And, may I say that the authorization issued in October would nor- 
mally not expire until February 13, and even though we knew that an 
adverse change had taken place it would not normally be our prac- 
tice to cancel the authorization, as there had been some suggestion that 
they should have done early in December. We discussed it, thor- 
oughly considered it. But we could not say that Mr. Brainard 
wouldn’t come in with all of the papers intact and with sufficient 


equity capital on hand, an injection from other sources, to make up for 
the adverse change. 


The plant closed down on December 1, 1954. The Western Electric purchase 
orders have been placed elsewhere, so actually the borrower has no plant nor 
Western Electric orders. In addition, there are certain other developments in 
connection with the agency’s attempt to disburse the loan, to wit: certain accu- 
sations made against the regional director in New York regarding a statement 
that he was attempting to take over the plant, with another party, and had no 
intention of disbursing the loan. This matter was thoroughly investigated by 
this agency and found to be completely untrue, although the regional director 
was requested to disqualify himself from any further interest in disbursement 
of the loan. Certain accusations were made against the New York regional 
counsel which were found to be completely untrue or grossly exaggerated. 

For your further information, I invited Mr. Brainard to a conference in my 
office on January 27, 1955, and very thoroughly reviewed all of the factors relat- 
ing to this loan. I advised him that the situation was certainly very different 
from that which existed last October when I discussed the loan application with 
him; that I had made a complete investigation of the entire case and had all of 
the facts before me; that the sole responsibility of approving loans was vested 
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in me as Administrator of this agency, and that I had approved the loan to the 
Brainard Industries, Inc., based on certain representations which had been made 
to me by Mr. Brainard. Further, after a careful study of all the facts in con- 
nection with the case, I had exercised my discretionary authority and had 
canceled the authorization as of that date. 

If there is any further information you desire, we will be glad to furnish it 


upon request. 

That was my letter to Senator Thye. 

Now, at that meeting Mr. Brainard did, as he testified yesterday, 
suggest certain other matters that he would like to have reconsidered 
even after the loan authorization was canceled. His testimony yes- 
terday, I believe, was to the effect that nothing had been done, at least 
as farashe knew. Ina moment I want to tell you what was done even 
after that January 27 meeting. But now I want to go back, and since 
I have given a general outline of the chronology of the thing—no, I 
think I shall continue as to what was done after the January 27 
meeting. 

Mr. Rreniman. Mr. Barnes, if I might interrupt you at this point; 
I don’t want to interrupt your presentation and your trend. Would 
you rather stay through for a half hour and complete that, or would 
you prefer to have us recess and come back at 2 o’clock ? 

Mr. Barnes. Well I certainly would like to get on with this as 
quickly as we could. Another half hour would get us that much 
further on. 

Mr. Rrexitman. Well I am perfectly willing. I would like to have 
the chairman hear as much as he possibly can, but he is detained and 
won't be able to come back. I just got a note from him, and he sug- 
gested I recess the committee at my own convenience or when the 
committee feels we should. We want to make it convenient to you, 
and I am sure counsel will follow closely and give all the information 
that he can to Mr. Multer. He will be here at 2. 

If it is agreeable to you, we will recess and reconvene at 2 o’clock 
sharp at which time I am sure the chairman will be here. 

Now, would you like to make that letter a part of the record ? 

Mr. Barnes. Yes, sir. 

Mr. Rrenuman. It will be accepted. 

I will identify the letter as a letter written by Mr. Barnes on 
February 8, 1955, to Hon. Edward J. Thye, chairman of the Select 
Senate Committee on Small Business. It refers to the Brainard In- 
dustries, Inc., Lindenhurst, Long Island, N. Y. 

We will stand in recess until 2 o’clock. 

(Whereupon, at 12:15 p. m., the subcommittee recessed, to recon- 
vene at 2 p. m., Wednesday, March 9, 1955.) 


AFTERNOON SESSION 


Mr. Mutrer. Mr. Barnes, are you ready to proceed ? 

Mr. Barnes. Mr. Chairman, I testified this morning with reference 
to when I first had notice of the creditors in organizing a creditors 
committee. I stated I first heard of this in December, and when I 
did hear about it, I verified it with the New York office. I do not 
know the date they learned of it, but it was some time following re- 
eeipt of the loan authorization that was issued. They will be able 
to testify about that. 
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However, I wanted to indicate what I perhaps did not bring out 

clearly, that that was within Mr. Brainard’s knowledge when he 

talked with me on October 13. And it was within his know ledge 
when he talked to people in our New York office. 

It was a very material fact, of course, and that fact was not ever 
revealed at the time Mr. Brainard appeared. It was disclosed final- 
ly to us through a Dun & Bradstreet report we obtained. Then, at 
a subsequent meeting, Mr. Brainard, I think, mentioned it to one of 
the people in the New York office, when he had a meeting with his 
people late in November. 

Mr. Mutrer. Do you know the date of the report ? 

Mr. Barnes. Sir? 

Mr. Mutter. Do you know the date of the report? The Dun & 
Bradstreet report. 

Mr. Barnes. It was 

Mr. Benepicr. I think it was October 25, sir. That can be verified. 

Mr. Barnes. But I want to answer that question accurately. There 
was some testimony yesterday by Mr. Brainard that after the loan 
authorization was canceled by me, he had made another proposal. He 
asked if I had reviewed that. Then he said he did not know whether 
I had done anything about it. 

Their proposal, of course, we had not given much weight to, because 
it was the end of the period practically, and we did not see much op- 
portunity. 

However, I told him at that meeting in my office in January that I 
was going to New York on the next Monday and I would proceed my- 
self, ‘personally, to go into the matter thoroughly. I did that in New 
York and I told them to withhold the cancellation of the authorization, 
or any notification about it, until I came to New York on the next Mon- 
day or Tuesday. 

Our conference with Mr. Brainard in Washington was, I recall, 
toward the end of the week. So, while in New York, I had a meeting 
with the New York staff and I talked with Mr. Horner, who was 
chief financial specialist, to keep a careful note of the meeting to 
show exactly what was done and then write me a memorandum. 

Now that has not been before this committee because Mr. Brainard, 
of course, did not know anything about it. Therefore, I now want to 
— that carefully to the committee as being information as to what 

I did after we had actually decided to cancel the authorization, but, 
at Mr. Brainard’s request, to look at the last possible proposal he could 
think of. 

This is a communication from a Mr. Horner to myself, dated Febru- 
ary 3. He said: 

There is enclosed a copy of my memorandum concerning our meeting on the 


Brainard Industries, Inc., held in this office on February 1, 1955. 


I am also enclosing a copy of my letter to Mr. Frank Brainard, president of 
that company. 


We appreciate your assistance and cooperation in connection with this matter. 
Here is his memorandum: 


Subject: Brainard Industries. 

Mr. Wendell Barnes, Administrator, visited our office this afternoon and called 
a meeting for the purpose of discussing the Brainard Industries loan. Those 
present were Messrs. Benedict, Davidson, Long, Connolly, Storrs, Williams, 
and Horner. 
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Mr. Mutrer. What was the date of that? 
Mr. Barnes. February 1. 


Mr. Barnes outlined the background of his relationship with Brainard matter 
and told us the problem of disbursement should be approached from an objective 
point of view. He asked if we had done everything possible in order to develop 
the matter to the point of Brainard’s possibly meeting the terms of the authoriza- 
tion in order for the SBA to disburse the proceeds. 


May I interpolate here to say that while Mr. Benedict was present 
at the meeting, he was only there because he had been with me at noon 
at another meeting, and he took no part in the meeting whatsoever. 


Mr. Barnes gave me a letter from Brainard Industries, Inc., dated January 31, 
1955, which contained their latest proposal. I read that letter to those present 
and it was generally agreed it did nothing to overcome our previous reasons for 
not disbursing the loan. As a matter of fact, the situation was much worse as 
bankruptcy proceedings had been instituted and the company had been out of 
business since the latter part of October 1954, resulting in the adverse change. 

Mr. Barnes then told us to look at this matter objectively and try to deter- 
mine just what steps would be required in order to work out this problem. He 
suggested: (1) The standbys would have to be in proper order. (2) We should 
ascertain the status of the $18,000 due Brainard by Western Electric which had 
been tied up by the creditors committee. (3) The amount of capital injection, 
if any, which should be required by Brainard in order to overcome the adverse 
change in the situation. (4) Verification of inventory in the Brainard plant 
sufficient to complete the Western Electric purchase order—assuming Brainard 
could get that company to reinstate such order. (5) Disposal of the bank- 
ruptcy proceedings instituted by certain creditors and whether Brainard could 
set aside the bankruptcy as he had contended he could do. 

The question of Brainard’s technical ability as well as his physical ability to 
carry on was also discussed. Mr. Barnes instructed me to tell Mr. Lewis, at- 
torney for the creditors committee, 32 Broadway, and ask him, (1) the status 
of the bankruptcy, (2) whether the creditors would execute those standbys which 
were not in proper legal form, and (3) the status of the $18,000 the creditors 
committee had restrained Western Electric from paying to the Brainard Co. In 
addition, I was to ask Mr. Lewis if he would give us a letter covering these three 
points if he had such authority or thought it proper for him to do so. 

I immediately eontacted Mr. Lewis, who, as heretofore, was cordial and co- 
operative so far as my relationships with him were concerned. In connection 
with the bankruptcy he told me Brainard had put in an answer contending the 
SBA authorization does not expire until February 13, and he still had a faint 
hope you will make him the loan. 

However, he said, “The situation will fall of its own weight and Mr. Lewis 
will have the Brainard Co. adjudicated a bankrupt by February 11, 1955.” 

With reference to the standbys, Mr. Lewis said, “As far as Brainard is con- 
cerned, we will not have any standbys reexecuted and we will do nothing to co- 
operate with him. 

“He did not play fair with us after we went out on a limb for him, and I told 
him so. 

“He is out of business and dispossessed and I just gave up on him. 

“When Western Electric canceled their business, it broke the camel’s back. 

“He will tell you anything to suit his own convenience which isn’t much of an 
asset. He goes into his shell until he wants something from you and then comes 
out again.” 

I then asked Mr. Lewis the status of the $18,000 due Brainard which he 
had restrained Western Electric from paying. He said this order would not be 
withdrawn and that he guessed Brainard was wrong in his contention that this 
court order would be set aside. Mr. Lewis has no intention of allowing this. 
He pointed out the bankruptcy adjudication would throw these moneys into the 
general creditors’ fund, but he thought that Brainard later would possibly get 
a fair percentage of this amount as labor’s claim is a preference. He thought 
Brainard owed his labor about $21,000, but he later advised me that his files con- 
tained an affidavit dated January 4, 1955, indicating the figure as $19,730.00. 
Brainard had been telling—that is, the SBA—“his past due payroll was fourteen 
or fifteen thousand dollars and he would use the difference of around $3,000 owing 
by Western Electric as working capital when he did begin operations again. 
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This, assuming he could get his hands on the $18,000 due him by Western Elec- 
tric. Although Mr. Lewis did not know the exact amount due creditors, he was 
sure it was considerably more than the $125,547 represented by standbys.” 


Let me interpolate. I am sure you can see the significance of that. 
If there were additional unlisted debts in excess of the standbys, 
good or bad, that we had on our hands, it increased the hazard of dis- 
bursing any funds whatsoever, because without the standby on hand, 
any creditor could see that whatever fund we gave him for any 
purpose. 


Incidentally, Brainard’s balance sheet of October 31, 1954, shows accounts 
payable of $141,000. 

Mr. Lewis said Mr. Brainard’s attorney, Mr. Pinter, had advised him sometime 
ago that nothing could be done for the Brainard Co. and had recommended to 
Mr. Lewis that the company be thrown into bankruptcy as they were out of 
business and dispossessed. According to Mr. Lewis, he had been told by Mr. 
Pinter, “What Brainard needs is risk capital, which he could not get.” 

Mr. Lewis was very critical of Brainard and the manner in which he handled 
his affairs, saying he and the creditors “have been amazed he got as far as he 
did with you.” This, Mr. Lewis had told me before during another conversation. 

Mr. Lewis informed me that Attorney Pinter had washed his hands of Brainard 
and Brainard had retained another lawyer, and “being a convincing talker had 
misrepresented his situation and talked the new attorney into filing an answer 
to the bankruptcy proceedings.” 


In elosing, Mr. Lewis said he would let me know when the bankruptcy is 
adjudicated. 


After talking to Mr. Lewis, I rejoined the conference with Mr. Barnes and gave 
him and those present the substance of my conversation. 

It was agreed that the Brainard situation seemed hopeless and we reached 
the conclusion that there was no way within our authority to disburse the loan. 
Nor did the New York office have any recommendation to make to Mr. Barnes 
as to how this loan could be disbursed without undue risk. 

Mr. Barnes instructed me to write to the Brainard Co. stating he had thor- 
oughly reviewed our idea with the staff of this Office, the application and figures, 
as well as Brainard’s several proposals. The conclusion had been reached that 
this disbursement could not be disbursed under Brainard’s latest proposal of 
January 31, 1955, without undue risk to the Government. I am to inform Mr. 


Brainard that Mr. Barnes could see no reason to change his decision of January 
27, 1955, at which time he told Brainard that the authorization would be 


canceled. 

There is attached a letter dated February 2 from Mr. Horner in 
New York to Mr. Brainard, in which he stated essentially the things 
that were in the last paragraph of his communication to the effect 
that the matter had been further reviewed and that the decision to 
cancel the authorization would not be changed. 

That, together with the one this morning, constitutes a general out- 
line of the chronological facts. Now they are not in detailed outline. 
We have other witnesses who can go into greater detail with them. 

I do not care whether that is permitted or not. It is what I testified 
from, and I want to make it available to the commiteee. 

Mr. Murer. Yes, you heard the sworn testimony of Arnold Lewis 
here at this committee yesterday ? 

Mr. Barnes. Yes. 

Mr. Mutter. I am inclined to think that the members of this com- 
mittee would say that any loan officer, on the basis of this last memo- 
randum, would be justified in taking the action he took. At the same 
time, it strikes me Mr. Lewis under oath gave a somewhat different 
story than he gave to your office, when he understood what he was 
saying to you was being stated more or less confidentially and would 
not be revealed to Mr. Brainard. I have in mind, particularly, his 
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statement that even today the creditors would cooperate with Mr. 
Brainard, while in the memorandum you have read, his statement to 
your New York office is quite to the contrary, indicating opposition 
to any efforts by Brainard rather than any cooperation. Wouldn’t 
you agree ? 

Mr. Barnes. I would agree. That was our feeling and, of cou 
it was not our point to interfere whatsoever between Mr. Sendaned 
and his creditors. We merely wanted to find out what their position 
was and, as anyone who has had any experience in credit matters 
knows, you get information that perhaps is more full than you would 
get if you asked them to put it in writing. I was reluctant to answer 
the questions just the same way. 

Now I have no idea whether there were any other motivations than 
just as he stated, but he is a reputable lawyer and we relied upon him 
Soci: he was at the time representing practically all the creditors 
who had participated in this matter. 

Now the next subject in my testimony is in reference to the stand- 
bys, or agreements to forebear which have not been thoroughly dis- 
cussed. I am sure the committee understands the significance of the 
standby agreements when it had been clear from the very first that 
the only way in which we could disburse this loan with safety to the 
Government were to be, first, if the creditors were willing to give us 
such absolute standbys that we would be justified in proceeding, and, 
secondly, that there were no adverse changes of serious degree that 
would permit it. If these standbys were not valid, and the money 
advanced to Mr. Brainard could be seized upon by any creditor who 
had not executed the standby, as I understand the laws of New York. 

So, as these standbys came in, they were dealt with rather infor- 
mally, it is true, but it is not our responsibility to go out and get them. 
We issue a loan authorization and the borrowers then submit papers 
to us, and when the papers are all in order, we set a time for closing 
as in any other loan situation, and then proceed to close the loan. We 
have legal opinions that support the validity of the papers that are 
submitted. 

That was the situation here. And may I say that in the New York 
office they have been closing and disbursing loans without any diffi- 
culty under that system. 

However, Mr. Brainard had questioned the impartiality, shall I say, 
of the New York regional counsel. The New York regional counsel 
had not believed in the validity of the standby agreements he had seen 
and had so advised the financial specialist. 

Since we were aware that this was a troublesome loan by that time, 
I sent another man from the Washington office up there and directed 
him to write an opinion on these standbys, since Mr. Davis was, I 
think, taking a week’s vacation or something and he had to be 
replaced. 

This is the opinion of an attorney on the Washington staff, Mr. Ross 
Davis, with relation to the standbys. 

Mr. Mutter. What is the date of that? 

Mr. Barnes. It is dated December 22. This is from Mr. Davis 
to Mr. Schoen, Jr., who is General Counsel of SBA in Washington. 

Reference is made to your memorandum of December 15, 1954, requesting 


my opinion with respect to the standby agreements received by the New York 
Regional office in connection with the above loan. 
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Seventy-five standby agreements, totaling $125,547.65 have been received. 
These cover all debts of the applicant in excess of $100. It was contemplated 
that the remaining accounts payable would be paid by the applicant upon dis- 
bursement of the loan and that these debts totaled not more than four or five 
thousand dollars. Applicant’s October 31, 1954, statement indicates contracts 
payable of approximately $141,000. The attorney for the committee of appli- 
eant’s creditors which has been formed states that no total of creditors claims 
is available to him, but his understanding is that they exceed $140,000. 

Two things appear—that we have not received such standbys as to prevent the 
applicant from being forced into bankruptcy by creditors. Moreover, it appears 
impossible to ascertain whether the amounts covered by the standbys include all 
sums owed to standby creditors. I have examined each of the 75 standby agree- 
ments received by the regional office. I find that 12 of these, in the total amount 
of $31,491.70, are in reasonable acceptable form and, in my opinion, may be relied 
upon as standby agreements. These agreements are listed in attachment A 
hereto. The remaining 68 standbys, totaling $94,550.95, contain deficiencies 
which, in my opinion, render them unreliable as standby agreements. These 
deficiencies fall in 3 major categories: Category 1, which includes 55 agreements, 
are those standbys in which the creditors have failed to fill out ali of the neces- 
sary blank spaces on the form. The majority of those omissions were found in 
paragraph 1, where the creditor has merely inserted an amount and made no 
statement with respect to interest, notes, or other written obligations, endorsers, 
ete. 

Category 2 contains 26 agreements: including standbys which do not have any 
copy: invoice, or other evidence of the nature of the debt and interest, if any 
charged. It does not appear that a standby agreement which merely recites that 
the borrower owes a certain amount and interest is sufficient. It has not been 
the custom in this region to accept such standbys as satisfactory. 

Category 3, 24 agreements, include those with different defects; where there 
is no indication of the relationship the signer bears to the business entity, the 
agreement is, in my opinion, unacceptable. While it is true that the mere words 
“prop” or “treas’—proprietor or treasurer—‘credit manager” do not conclu- 
sively indicate the authority of the signer to make this agreement. Nevertheless, 
such an indication of authority is accepted as satisfactory. 


Attachment B indicates in tabular form the basis for my opinion 
that 63 of the standby agreements are not acceptable. I will not read 
the list in detail; 1t merely is attached. I do wish to submit this for 
the record. 

Mr. Ross Davis is an attorney in good standing and a member of 
the New York bar of 15 years’ standing and I relied upon his opinion. 

Mr. Mutrer. I do not think there is any point in cluttering the 
record with the detailed list of names and amounts. We will keep it 
in our committee file. 

Mr. Barnes. All right, sir. 

Mr. Murer. We do not think it is of any importance whether or 
not another lawyer would agree or disagree with Mr. Davis’ conclusion 
as to the validity or invalidity of these agreements? He was the 
attorney acting for the Government agency. You have every right 
to rely upon his advice and I do not not think anybody can find fault 
with that. I think the only thing that might be inquired about with 
reference to this is, was Mr. Brainard advised that these specific 
standby agreements were in unsatisfactory form and was he requested 
to correct the deficiencies ¢ 

Mr. Barnes. I can only answer that I have been told by the New 
York staff that he was repeatedly advised by Mr. Davidson, Mr. Davis, 
and others and specifically told that the standby agreements were of 
great importance. Mr. Brainard did then, and still does, treat this 
as a very light matter—a matter of mere technicality that can be 
cured very easily. But within our knowledge they could not be cured. 
We knew what the deficiencies were and we knew that the creditors 
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had put their claims into the hands of an attorney and the attorney 
informed us they would not reexecute them. 

Mr. Mutrer. Is there anyone here who can tell us when Mr. Brain- 
ard was advised of these deficiencies? 

Mr. Davinson. I think when I appear I can straighten this out. 

Mr. Barnes. I see no reason for you to appear. If you will just 
be sworn. 

Mr. Mutrer. I think it will expedite matters if you will be sworn 
now, and the same goes for any member of your staff that can supply 
any additional information and we will take the information as we 
go along, if you and the commitee will agree to that procedure. 

Mr. Barnes. Yes, sir. 

Mr. Murer. Will you be sworn, please? 

Identify yourself by full name and address, sir. 


STATEMENT OF HARRY H. DAVIDSON, REGIONAL COUNSEL OF 
SMALL BUSINESS ADMINISTRATION, NEW YORK, N. Y. 


Mr. Davinson. I am Harry H. Davidson, regional counsel of Office 
f Small Business Administration in New York. I reside at 223 South 

roadway, Tarrytown, N. Y. 

Mr. Murer. Do you solemnly swear to tell the whole truth and 
nothing but the truth in this hearing? 

Mr. Davinson. I do. 

Mr. Murer. Mr. Davidson, can you answer the inquiry as to when 
Mr. Brainard was first advised as to the deficiencies in form of the 
various standby agreements which have just been referred to by Mr. 
Barnes. 

Mr. Davinson. Mr. Brainard originally submitted a group of stand- 
bys, if my memory serves me correctly, and we told him out of $88,000, 
total, at that time, similar to Mr. Davis—I made about the same report 
that he did. In other words, I found that many of the agreements 
were executed in blank. In other words, the corporation or the 
individual would have signed, but had not filled in any amount. Now 
that was the most critical. Secondly, that the agreements may be 
executed—you will see a name and you do not know whether it is a 
partnership, corporation, or what. It would be executed by an indi- 
vidual. Well, that was not the basic point, but you certainly are— 
if a man signs as an individual, he is not to sign as a corporation. 

Since I realized that these were of utmost importance to us, I 
brought that to his attention. 

Mr. Barnes. The date? 

Mr. Mutter. When? 

Mr. Davipson. I think Mr. Brainard—I know I could dig through 
the file. It is the date he delivered the $88,000 worth of standby agree- 
ments to our office, and they were looked at immediately. 

Mr. Murer. Let us refer specifically to the memorandum of Decem- 
ber 22, 1954, which lists the standby agreements which were insufficient 
in form, as testified to by Mr. Barnes, and tell us if you know when 
Mr. Brainard was advised of the deficiencies in those standby agree- 
ments? 

Mr. Davinson. Well, I can say that it was before October 28, 1954. 

Mr. Mutrer. You are now referring to the $88,000 of standby 
agreements? 
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Mr. Davinson. That is right. I did not write that opinion. 

Mr. Muurer. You do not know when, if at all? You do not know 
when Mr. Brainard was advised about the standby agreements referred 
to in the memorandum of December 22. 

Mr. Davipson. I do not, but I would like to add this. Really, the 
standby agreements became an academic question. 

The first question that had to be resolved here was whether or not 
on a creditor basis, in other words, namely, the adverse change in the 
factors that the creditor people objected to, could be ironed out. 

I want to add this, too, that it was not only the $123,000 worth of 
standbys referred to in the authorization, from the outset with Mr. 
Brainard was that either all creditors would be paid off from the pro- 
ceeds of the loan, or the ones that were not paid off would be bound 
by standby agreements. The reason for that was that we certainly 
were accepting Mr. Brainard’s statement on that from a list he had 
submitted totaling some $141,000. We certainly did not want to be 
exposed to 2 or 3 creditors who might be left out being able to throw 
Mr. Brainard into bankruptcy. 

That was one of the things that we were concerned with, and it was 
agreed from the outset with Mr. Brainard that that would be handled. 

Now let me add this, that Mr. Brainard, from the time that he de- 
livered the $88,000 worth of standby agreements, constantly informed 
us that they would be ready, and that he had standby agreements in 
excess of $123,000. 

I also want to add this in fairness to Mr. Brainard, as soon as I got 
the standby agreements and I noted these defects, I talked with Mr. 
Plapinger in the Washington office, who is the Deputy General Coun- 
sel. I brought these to his attention, and he stated that—and remem- 
ber, this was the stage when we thought this loan was going to be dis- 
bursed in 10 or 12 days or less than that. We were doing everything 
we could do to get it disbursed. He leaned toward the view that we 
might take a more lenient view toward the standbys. 

Now that was before the Fisher letter came up, or we had any reason 
to doubt that what Mr. Brainard presented to us were the facts. 

The fact is that he instructed him to the effect that on those first 
defects, that if he would have the standbys reexecuted that were en- 
dorsed in blank, we would go along with him. However, I want to 
bring out that that was before we had any reservation about Mr. 
Brainard. 

Mr. Mutter. Thank you. 

Mr. Barnes. The matter was mentioned of this letter that was pre- 
sented to us by Mr. Fred Fisher, purporting to be for Mr. Fred Fisher. 

This letter was a major item in our attitude of an opinion of Mr. 
Brainard, his loan, and whether or not it should be disbursed, and the 
care with which the matter should be investigated by us. 

Another point of greater significance was the specific amount of 
the inventories, particularly, the inventories in connection with the 
Western Electric contract. The reason for that, and we were not 
being technical, but his further contract with Western Electric spe- 
cifically provided that if either of the parties went into bankruptcy, 
the other party could instantly cancel the contract. If those purchase 
orders or contracts were canceled, then, of course, the whole purpose 
of this attempt to finance a little company and keep it going would 
fail. Therefore, we had to make certain that there was no slipshod 








298 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


method used in identifying the inventory and identifying the out- 
standing debts and the exact capital structure with which he could 
work on these contracts. 

Therefore, we insisted that he present to us inventories and matters 
that were properly verified by CPA’s or people whom we as Federal 
officials would be justified in placing reliance in. 

Now Mr. Fred Fisher had been his accountant. Mr. Fisher was the 
one who would normally certify as to the condition of the inventory 
of raw material, stock and everything that he had in his plant relating 
to these Western Electric contracts. 

Now I am going to read a memorandum which was sent from Mr. 
Davidson to Mr. Schoen. It is dated December 15, but this was brought 
to my attention some 30 to 40 days earlier. 

I had given certain verbal instructions which I will relate after I 
spell out in detail the nature of this letter. 

Mr. Davidson transmits to Mr. Schoen: 


1. Copy of a letter dated November 23, 1954, which, on its face, appears to have 
been signed by Mr. Fred M. Fisher, CPA, but which was actually signed by his 
secretary, Miss Constance Bayetis, after having been dictated by Mr. Frank 
Brainard. 

2. Copy of statement of December 10, 1954, from Mr. Fred M. Fisher. 

3. Copy of letter dated December 10, 1954, signed by Miss Constance Bayetis. 

The letter of November 23, 1954, speaks for itself. However, by way of explana- 
tion as to why the letter of November 23, 1954, was dictated by Mr. Frank 
Brainard, it is important to note that we had repeatedly requested him to furnish 
not only an independent certification as to all inventories presently owned by the 
applicant (this being necessary in order to resolve the questions of solvency at 
the time of disbursement), but more specifically we requested him to furnish an 
independent certification as to all inventories presently owned by the applicant 
which were directly attributable to the Western Electric purchase orders, and 
he was also informed that these certifications were a condition precedent to any 
real consideration of whether or not a disbursement would be made. Mr. Bene- 
dict informed me that at the time he was handed this letter by Mr. Frank 
Brainard, Mr. Brainard stated, “Here is what you have been asking for regarding 
the certification of the inventory. Now that you have it, when do I get the 
check?” In other words, it appears to me in the light of the three attachments 
and the statement by Mr. Frank Brainard that at the time he submitted said 
letter, which he and not Mr. Fisher had prepared, he intended that we would 
rely on it and believe that it would be sufficient to cause us to disburse the loan. 
The provision is contained at the bottom of the last page of the application form, 
SBA Form 4, which Mr. Frank Brainard signed as president of the applicant, 
and Mr. Robert Brainard attested to as secretary of the applicant. 


This is from the Small Business Act of 1953: 


Whoever makes any statement knowing it to be false, or whoever willfully 
overvalues any security for the purpose of obtaining for himself or for any 
applicant any loan, or extension thereof by renewal, deferment of action, or other- 
wise, or the acceptance, release, or substitution of security therefor, or for the 
purpose of influencing in any way the action of the SBA, for the purpose of 
obtaining money, property, or anything of value, under the Small Business Act 
of 1953, shall be punished by a fine of not more than $5,000 or by imprisonment 
for not more than 2 years, or both. 

Based upon the attached letters and statement in the above provision, it 
appears that Mr. Frank Brainard has violated said provision. Consequently, I 
am referring this matter to you for whatever action you deem appropriate. 


The letter from Mr. Fred Fisher is as follows. It is dated Novem- 
ber 23, and addressed to the Small Business Administration, 1790 
Broadway, New York, N. Y. 


With reference to the financial report prepared by me, for the Brainard Indus- 
tries, Inc., as at October 31, 1954, I wish to make the additional statement. 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 299 


I am familiar with the method used in the inventory taking, and the inventory 
controls, and although I have not supervised the actual inventory taking, I am 
satisfied that from the method and controls used it represents a reasonable 
appraisal of the company’s inventory position. 

Also, this is true as regards the portion of the inventory which is for Western 
Electric Co, contracts. 

Very truly yours, 
Frep M. Fisuer, C. P. A. 


Now, Mr. Fisher, a professional man in good standing, as far as I 
know, in New York, was very concerned when he found that this letter 
was delivered to us. 

Mr. Muvrer. How did he find out about it? 

Mr. Barnes. It appears from his statement—I will read his state- 
ment with no further comment. It was taken December 10 and is 
signed by Fred M. Fisher. Thisisa copy I have here: 


I make the following voluntary statement to Mr. Arthur D. Horner, whom I 
know to be security officer for the Small Business Administration. 

On November 24, I was notified by my secretary, Miss Constance Bayetis, that 
on the previous day, November 23, Mr. Frank Brainard telephoned her and 
dictated a letter to her which was addressed to the Small Business Administra- 
tion, New York City. This letter was with reference to the financial report 
prepared by me for Brainard Industries, Inc., as of October 31, 1954, which con- 
eerned the inventories of said company. 

As I was to find out later, this letter stated that I was familiar with the 
method used in the inventory taking and the inventory controls, plus other 
statements concerning the inventory of Brainard Industries, Inc. 

Mr. Frank Brainard told my secretary after the letter was typed to sign my 
name to the letter. I had at no time told either my secretary or Mr. Frank 
Brainard or any other person to sign my name to this document or any other 
document pertaining to this company. 

My secretary told me that after some urging by Mr. Brainard she did sign my 
name to the letter. I was later notified by my secretary that at Mr. Brainard’s 
request, she delivered the letter personally to Mr. Brainard at the Small Busi- 
ness Administration office. 

I wish to state here that as to the October 31 financial statement, the figures 
were furnished to me by the management and I have no idea as to the method 
used in compiling these figures. 

Subsequent to November 24, I called Mr. Frank Brainard and requested that 
this letter be returned to me as it was not my letter. Mr. Brainard stated the 
letter would be returned, but up to now the letter has not been returned. 

As of this date, I have received from Mr. Arthur D. Horner the original and 
a copy of this letter which was allegedly signed by me. 

Signed by “Fred M. Fisher.” 

Mr. Mutter. What is the date of that ? 

Mr. Barnes. That is his statement, December 10. 

Mr. Murer. Mr. Barnes, may I see the document? Have you 
finished reading ? 

Mr. Barnes. No, sir. 

Mr. Mutrer. I am sorry; continue. 

Mr. Barnes. December 10, 1954, a statement of Miss Constance 
Bayetis, secretary to Mr. Fisher, addressed to the Small Business Ad- 
ministration, 1790 Broadway, New York, N. Y. 

GENTLEMEN: I make this statement to Mr. Arthur D. Horner whom I know to 
be security officer with the Small Business Administration. 

On November 23, 1954, Mr. Frank Brainard called this office asking to speak 
to Mr. Fisher. I told Mr. Brainard that Mr. Fisher was out of town. Mr. 
Brainard said it was very urgent that he speak with Mr. Fisher, and asked me 


to try to reach him. I then tried to reach Mr. Fisher during the course of the 


day, but without success. During this time, Mr. Brainard and his office called 
me repeatedly. 


62408—55——_20 
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Mr. Brainard stated to me that it was of the utmost importance for him to 
obtain from Mr. Fisher a certain letter to the Small Business Administration 
and that failure to receive this letter would result in serious damages to his com- 
pany. He implied that Mr. Fisher, if contacted, would certainly give Mr. Brainard 
this letter. I asked if there were any way I could be of assistance. He replied 
that I could, and dictated the letter which he required from Mr. Fisher, to me over 
the telephone. Feeling that his was a unique situation, and Mr. Brainard having 
stated that time was of the essence and that Mr. Fisher would comply if con- 
tacted, I took it upon myself to transcribe, and sign the letter in the name of 
Fred M. Fisher. Upon completing same, I then delivered it to Mr. Brainard 
at the Small Business Administration. 

Yours very truly, 
CONSTANCE BAYETIS, 
Secretary to Mr. Fisher. 

This matter was brought to my attention, I suppose, around the 
first of December—a few days, certainly, after that November letter. 
I recognize that sometimes businessmen, and particularly in the sit- 
uation that Mr. Brainard was in, get under tremendous pressure and 
determine to do everything they can to save their business. However, 
we are a Federal agency and must regard the obligation of borrowers 
to file accurate and truthful documents with us as of the utmost con- 
sequence. I, therefore, did two things. 

I specifically directed the people in the New York office, regional 
director and the counsel, that in their future relationship with Mr. 
Brainard, they deal with him at arm’s length in that they require 
him to verify clearly and completely any document that he submitted 
and any statement that he made and that he would, henceforth, not, 
as Mr. Davidson testified earlier with regard to Mr. Plapinger’s state- 
ment, that we would observe the technicalities in connection with the 
standbys, we would be lenient; that henceforth we would insist on an 
absolute and complete and accurate verification of every dealing that 
we had with this particular borrower. 

Mr. Muvrer. Is that the subject of a written memorandum? 

Mr. Barnes. No; it was a verbal direction. There was no further 
need for it there because I wished to have this information accurate 
before I did anything further. 

I then asked that these statements be taken, and they were taken 
by our security officers. 

Since that time, I have directed our General Counsel’s Office to 
review the matter and refer it to the Department of Justice for such 
action as they deem necessary. 

In the meantime, I feel it our obligation to proceed with the loan, 
with processing the loan, under the awareness that we should be on 
our guard in matters submitted to us by the applicant. 

I discussed this once with Mr. Brainard, and he does not regard it 
with any seriousness whatsoever, apparently. 

Mr. Muurer. Mr. Barnes, wasn’t it after this memorandum of De- 
cember 15 reached you that he was then asked to get an actual inven- 
tory made under the jurisdiction or supervision of a certified public 
accountant and submit such certification to you of an actual inventory 
having been made? 

Mr. Barnes. It was after the receipt of the letter from Mr. Fisher; 
yes. Mr. Fisher, as I recall, withdrew from the matter. We still had 
an outstanding authorization. 
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If he would have submitted to us a certified inventory at any time 
up until the loan authorization was canceled, we would have ac- 
cepted it. 

Mr. Mutter. Mr. Brainard was told that? 

Mr. Barnes. Yes. 

Mr. Mvctrer. Do you know who it was who told that to Mr. 
Brainard ¢ 

Mr. Barnes. Well, I am relatively sure it was Mr. Benedict in New 
York who was at that time dealing with the case, or Mr. Horner. 

Mr. Mutrer. Do you know whether or not that was an actual 
physical inventory and certification by the C. P. A. who would super- 
vise such an inventory which was requested from Mr. Brainard after 
che New York office learned about the Fisher incident and the with- 
drawal of the Fisher letter? 

Mr. Barnes. Mr. Chairman, “requested” is not exactly the word. 
A loan authorization was in existence with certain requirements that 
should be met. It had not been canceled. There was nothing to 
indicate that the borrower could not, perhaps, comply at some time 
still with all the matters as set forth in the loan authorization. 

As a matter of fact, he did employ a C. P. A. who did supervise a 
further taking of inventory. 

Mr. Mutrer. I would like to get the sequence by dates if we can. 

Brainard brings in a letter from a certified public accountant dated 
November 23, 1954, which on its face does not comply with the direc- 
tion that he bring in a certification from a man a supervised per- 
sonally the taking of the inventory. 

That letter from Mr. Fisher, whether genuine or not, is unimportant. 
But that letter does say, “Although I have not supervised the actual 
inventory taking, I am satisfied,” and so on and so forth, “with the 
method * * *.” 

Now that obviously did not comply with the directions with refer- 
ence to what kind of a certification you wanted. I am not going into 
the question now of whether or not it was proper procedure to ask 
for the kind of a certification you asked for. What I have in mind 
with reference to that is that most people practicing law in New York 
and all certified public accountants know that it is a very rare instance, 
indeed, since one of our largest certified public accounting firms was 
held liable for damages for certifying inventory, that they will certify 
an inventory. It is most unusual that you can get any C. P. A. to 
certify it. And they will never certify it unless they personally super- 
vise the taking of the inventory. 

Now you asked for an inventory with a personal certification. I 
am not going to go into the question of whether it was right to do that 
or whether it was good procedure. That is not for us to pass on here. 

However, this letter from Mr. Fisher is not, apparently, the kind 
of a certification you asked for. 

And after that, I would like to know when and who told Mr. Brain- 
ard that Fisher’s certification was bad in form and that you wanted 
a certification by a C. P. A. who physically took or supervised the 
taking of the inventory. 

ae Barnes. All right, sir. One of the men from the New York 
omece, 


Mr. Mutrer. Who can answer that? We would like to have the 
answer. 
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Mr. Barnes. What are the specific terms of the authorization ? 

Mr. Muurer. I can clear it up. We have it in Mr. Brainard’s own 
statement. 

On November 23 he was told by Benedict they were not satisfied 
with Fisher’s statement. Apparently it was at that time he was told 
to get another and did then subsequently get another. 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. That I think was submitted at a later date by a certi- 
fied public accountant by the name of Shapiro. That is the one that 
was taken over the Thanksgiving holiday. 

Mr. Barnes. May I say there was a $50,000 difference in amount 
between the Fisher, purported Fisher certification, and the Shapiro 
certification. 

Mr. Mutrer. Now, I think the committee would like to know if the 
Fisher certification was the unauthorized document that Mr. Fisher 
subsequently advised it was, and if you subsequently decided this was 
proper for reference to the Department of Justice, why did you con- 
tinue to process the loan and not cancel it out on the basis of that 
false certification ? 

Mr. Barnes. For the reason that it was still possible for him to fur- 
nish us a valid certification. And it is not my obligation to determine 
the ultimate consequences of that document. 

I mean, I think that is within the province of the Department of 
Justice, and I did not wish to go into that any further. 

Mr. Motrer. I for one cannot agree with you, Mr. Barnes. While 
it might be for the Department of Justice to determine what, if any, 
action to institute with reference to this improper certification or 
unauthorized certification presented to you as an authorized certifica- 
tion, I do not see how any loan officer, when that matter is presented 
to him, could then have any faith in the applicant from then on and 
dare take any kind of a paper from him. 

If I were sitting as the loan officer and this kind of a certification 
was presented to me, and then I am advised that it is an unauthorized 
one, I would not dare take any other authorization, no matter who 
came in and testified it was good. I would be suspicious as to whether 
the inventory that was there when the certified public accountant was 
present actually belonged there. If a man would resort to this kind 
of a certification, I would be afraid maybe that the next day when a 
man went out there and did take an inventory, the thing was there 
when he took it and then moved out the next day. What was to stop 
that ? 

I mean, here is an obviously false statement within the condemna- 
tion of the act. Now the mere fact that you sent it to the Depart- 
ment of Justice for their attention, I do not think relieves you of the 
responsibility to cease processing an application based on that kind 
of a document. 

When I say “you” I am talking about the agency. I do not direct 
it to you personally. 

Mr. Barnes. As I recall, I referred it to our loan review committee. 
At that time we also had a recommendation in from the New York 
office that the authorization be canceled. 

They recommended to me, as I recall, that the authorization remain 
in effect until it expired by its own terms. 
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We could not say even in spite of this that he could not get a 
Cc. P. A. in New York to furnish us an inventory and could not inject 
sufficient capital in there to meet the terms of our loan authorization. 

And some of the creditors had been fair and had been cooperative in 
this. I believe that it will be borne out by other office memorandums, 
that it was our intention to keep the authorization open and we were 
willing, if papers were furnished us that were pee intact and 
passable and properly verified and certified to accept them. 

Mr. Mutter. None of the documents you were asking for, standby 
agreements or any others, had to be acknowledged before a notary 
public? ; 

Mr. Barnes. No. 

Mr. Murer. Well, if a man brings in a certification of this kind, 
unauthorized by the signatory, without his signature, and presents it 
to you as his authorized certification and his signature, how do you 
know what he would do with the standby agreements ? 

Mr. Barnes. We did not. Of course, that is why we insisted on the 
strict review of the standby agreements and why we placed such 
emphasis on them. 

Now understand, we do not want, if in any way possible, to injure 
the reputation of the business of anyone that appears before us or asks 
for assistance. So, the normal way to proceed would have been to let 
the loan authorization lapse at the end of the 4-month period, if it was 
not complied with, and to be very careful to guard the Government’s 
interest in reviewing documents submitted under the loan author- 
ization. 

Mr. Mutter. I do not go along with that. I do not know whether 
the members of my committee agree with me or not. 

However, whether you give the man the loan or not, if I were a 
banker to which this application was presented, I might not tell the 
man that I am not going to deal with him any further because of that 
false certification. But I would tell him, “You and I are through, 
I do not want to have anything more to do with you.” 

I think it was incumbent upon your agency at that time to call a 
halt to that application and say, “No more.” Now whether you told 
them why or not might have been another story. You would be justi- 
fied in saying, “We do not want to deal with you any more, we cannot 
trust your documents because this document has now been repudiated 
by the man who was supposed to have signed it.” 

Mr. Barnes. You understand, I did that in January. I do not 
know what took place between December, when I finally got this full 
report, and January. However, I am rather certain that we certainly 
had no intention of letting anything be presented to us that we would 
not examine very carefully to guard the Government’s interest. When 
I finally did decide it had gone far enough, as has been indicated, I 
made the decision myself to cancel the authorization. 

Mr. Mutter. Of course it is easy enough for us to review this with 
hindsight, but I think an instance like this will indicate the necessity 
of you requiring in your manual a provision for acknowledgements 
before a notary public of documents submitted to you on behalf of 
organizations and individuals other than professional people. 

Of course a certification by a certified public accountant is as good 
as an acknowledged document provided, of course, you then take 
the precaution—and you will probably have to—of putting something 








304 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


into your manual so as to follow up and check on certificatons to know 
it is the man’s document. 

Taking his letterhead isn’t sufficient. You have no means of check- 
ing signatures except after the document comes into to follow up and 
make sure it is a genuine document. 

It points up a situation that may occur again, and I am sure you 
don’t want it to happen. 

Mr. Benedict wants to offer some statement dt this point on the 
subject, I believe. 

Mr. Barnes. It is a little difficult to testimony on this, because some 
of it was written from New York and some from here. 

Mr. Mutter. I appreciate that. 

Mr. Barnes. You understand we delegate to the regional office the 
authority to make decisions. That must be the case because they are 
in the position to deal with the borrower, and when things happen in 
the closing of a loan which gives them reason to be apprehensive that 
certain other conditions should be added to protect the Government’s 
interest, they have the authority to add those provisions. 

He has handed me a letter which was written to Mr. Brainard on 
November 24, advising him that the loan would not be disbursed. 

Of course as a Government agency you have to keep your doors 
open for people to come back in. 

Mr. Mutter. Read it into the record. 

Mr. Barnes. On November 24, 1954, Mr. Frank Brainard was sent 
a letter signed by Mr. J. Frederic Benedict, which reads: 

DEAR Mr. BratnArp: This is to advise you that after lengthy and extended 
consideration of the proposed loan to your corporation we have concluded that 
no disbursement can now be made for the following reasons: 

1. There has been a substantial adverse change in your financial condition. 

2. The fair value of the inventory has not been sufficiently well established 


to ascertain that your corporation will be in such sound condition as to assure 
continued operation. 


3. The form and content of financial statements as submitted have not been in 
accordance with requests. ‘ 
Very truly yours, 
J. FREDERIC BENEDICT, 
Regional Director. 

Mr. Mouurer. Continue whenever you are ready, Mr. Barnes. 

Mr. Barnes. All right. 

Now I have other witnesses here that can testify as to details of all 
of these events if the committee so desires. I don’t want to load up 
your records and don’t want to continue with a detailed day-to-day 
accounting of these events which can be all verified from our files and 
the documents that are here. 

I will follow the wishes of the committee in that regard. 

I do, however, want to comment on some of the statements that were 
placed into the record yesterday, sir. 

Mr. Muurer. Just a moment. We will suspend for a moment. 

(The proceedings were momentarily suspended. ) 

Mr. Szery-Brown. Excuse me. I am sorry to interrupt. 

Mr. Mutter. You were saying you had other witnesses here you 
could call? 

Mr. Barnes. Yes, sir, I just want to comment on one or two things 
that was placed in the record yesterday that certainly requires some 
kinds of comment from me. 
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I have been, of course, very concerned at the allegations that were 
made; but I have covered that, I think, in previous testimony this 
morning, and don’t need to go into it further now. 

The allegation that Mr. Alexander Horner, after having been ap- 
pointed acting regional director did not continue to deal with the loan 
with complete and independent judgment, is completely untrue and 
false. 

Mr. Horner is an experienced businessman and banker, and has 
on his own present responsibility for a financial assistance program 
in New York, and deals with all of the loans arising in that region; 
and when he is told both by the regional director and the Admin- 
istrator that he is to act with his independent judgment in connection 
with a loan, he will do so; and he is here, if anyone wishes to question 
him about it. And no one ever gave him the slightest order or direc- 
tion about what he should do, in his discretion. 

The allegations that were made concerning Mr. Davidson are 
equally out of order. Mr. Davidson’s obligation to us was to give 
the best advice he could to the financial people and to the others in 
the office up there. 

Naturally he had written opinions on this matter, on matters that 
1 have testified to, and it was his obligation to inform them what 
the law was and what his opinions were about these matters, and he 
repeatedly did so. 

Now the fact that he was not agreeing ever and very rarely with 
Mr. Brainard made him the subject of great animosity on the part 
of Mr. Brainard, but doesn’t indicate his inability to deal with the 
matter objectively or in the way he should properly have done under 
his employment and under his authority. 

I further indicate that Mr. Norbert Engles did certainly not delib- 
erately twist any facts. He was giving facts all the time. He was 
dealing with a great many facts and with a great many intangibles, 
some of which he could not discuss with Mr. Brainard. So that I 
believe that nothing further need be said about that. 

There were references to Mr. Leonard Hall and a number of con- 
gressional and senatorial offices. 

At no time did Mr. Leonard Hall or any Congressman or Senator 
or anyone outside of our agency talk with me about this loan or in 
any way—any way—discuss it with me. 

I received a phone call from—well, I believe it was Mr. Hall’s 
secretary to my secretary, saying that there was a man in the city 
that would like to have an appointment; that we had previously taken 
unsatisfactory action about some loans, and he would appreciate it 
if I would see him. 

On several occasions I had calls like that from congressional people. 
I didn’t take that as anything but courtesy that they were extending 
to their constituents, and in their case they were from Mr. Hall’s 
home city. 

Mr. Muurer. It has been the policy of our committee to go further 
than individual Congressmen do, and I think we have the approval 
of all Members in exercising the privilege of contacting your agency 
and other agencies on behalf of people who need help. The one thing 
we don’t try to do is replace your judgment with our judgment. But 
we do intercede on behalf of people who need help, to see that they 
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get quick appointments, courteous treatment, and fair treatment, and 
beyond that we do not ask. 

But this committee—and I think, as I said, the entire Congress— 
looks upon it as quite proper for any person in or out of office to 
contact an agency or a person he knows in an agency to set up an 
appointment or to expedite a matter or to get a review of a matter, 
where they believe somebody else in the agency is not giving them fair 
treatment. 

As I say, that does not go to the extent of trying to tell them what 
to do or how to do it. 

Mr. Barnes. I didn’t so interpret it. All I wanted to do was cor- 
rect the record. 

No one talked to me personally. My secretary set up several ap- 
pointments and that was the extent of any telephone calls I got. 

It is true I did perhaps feel in January, that when one office after 
another were néliing calls, that they were in a sense being victimized 
by a situation about which they did not have as much knowledge as 
I did. Although I mentioned that perhaps in my conversation to 
Mr. Brainard, it was nothing more than that. 

Now I did certainly feel that Mr. Brainard’s responsibility in the 
middle of January was to be in New York, taking care of his busi- 
ness, rather than down here in Washington, and I perhaps stated that 
to him in my conversation, and I probably spoke a little more force- 
fully than I'should have. But in view of the record I think the com- 
mittee will understand my feelings. 

I have nothing further, unless the committee wishes to ask me some 
questions. 

Mr. Murer. Mr. Barnes, I think the committee would like to have 
submitted and made part of the record the guaranty which was sub- 
mitted by Brainard from the Western Electric, if there was one such 
submitted, together with your form 148, which is your form of guar- 
anty which I think he testified you required. 

We would also like to have for our record, if you can make them 
available to us, copies of the minutes of your loan committee, of each 
meeting, at which this loan was considered. 

Mr. Evins, any questions ? 

Mr. Evins. Only one, Mr. Chairman. I have not heard all of the 
testimony, because of the necessity of my being present at another 
committee meeting. 

But I want to inquire as to whether or not Mr. Fisher, the recognized 
accountant, at any time wrote you a letter verifying substantially the 
accuracy of the inventories ? 

Mr. Barnes. He did not, sir, to the best of my knowledge. 

Mr. Evins. He was employed as accountant for this company at one 
time? Was he not? 

Mr. Barnes. Yes, sir. 

Mr. Evins. And he has never written your agency or advised SBA 
substantially verifying the accuracy of the inventory submitted by the 
applicant in this instance. 

Mr. Barnes. That is right; no, sir. 

Mr. Mvutrer. As a matter of fact—if you will forgive me, Mr. 
Evins—the certification of the financial statement submitted over Mr 
Fisher’s signature indicated a reservation as to inventory certifica- 
tion. He was not certifying as to inventory; is that right? 
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Mr. Barnes. Yes, sir. 

Mr. Mutrer. Mr. Riehlman? 

Mr. Rieuiman. No other questions. 

Mr. Mutrer. Mr. Seely-Brown ! 

Mr. Seeiy-Brown. No. 

Mr. Muurer. Mr. Brainard, would you like to make any comment 
on Mr. Barnes’ testimony, or is there some questions you would like 
to ask ¢ 

Mr. Brarnarp. There may be. I have made a lot of notes. Unfor- 
tunately, I am not a lawyer and it would be very difficult for me to 
do it in any quick fashion. Could I come back—compile them and do 
it at another day ? 

Mr. Murer. Yes; you may do that, prepare a complete statement 
if you will, and submit it to us, and we will add it to the record. 

if we believe after that it is necessary to ask any further questions, 
we will direct them to you through the mail or send for you again. 

I would like to have the statements sworn to under oath, if you will 
submit it, though. 

Mr. Bratnarp. Sure. 

There were some questions I wanted to ask some of these people, 
and also I would like to have some of these people to be called here 
perhaps that were made reference to, such as that girl in Fisher’s office, 
and Mr. Fisher, and Shapiro. 

This twist that has come here today, of course I would like an oppor- 
tunity to straighten out. 

Mr. Muurer. Well, Mr. Brainard, let me say this to you in all fair- 
ness to you, since you are not represented by counsel here, and I hope 
any press representative here today will not take this as any intimation 
that we are charging Mr. Brainard with any wrongdoing. 

This matter of the Fisher statement has taken on a very serious com- 
plexion, and I think possibly, for your own good, you ought to consult 
with a lawyer before you make any other st: atement, because anything 
that you say to this committee, anything you have said, anything you 
may hereafter submit to this committee may be used against you if a 
proceeding should be started against you, relative to anything here. 

Now please understand, and everybody else here understand, we are 
not saying you have done anything wrong nor are we prejudging this 
matter or making any predetermination of what should be done in 
the matter. But I do think you should have advice of counsel before 
you make any further statement. From here on in, you are on your 
own. ; 

Mr. Brarnarp. The facts are very straightforward. I don’t think 
I need a counsel in this matter. 

I reported this in my testimony, if you will recall, and I read from 
my files a letter substantially the same as was sent up to Mr. Bene- 
dict’s office that day. 

I would just like to repeat the events. 

Now when the statement came in from Mr. Fisher, his statement to 
Mr. Benedict’s office, Mr. Benedict said : “Well, I am not satisfied with 
the inventory.” That was the crux of the matter. 

I said, “Well, what can we do about it?” And we both had agreed 
over a long period of time that to take such an inventory would cost 
$10,000, and who was going to attempt that? We hadn’t the $10,000 
to spend, and we had tried to duck the issue. 
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Mr. Muurer. Let me interrupt. You made that very clear to us 
in your main statement. 

Mr. Brarnarp. I just want to finish one thing with regard to that. 

Mr. Muurer. Yes. 

Mr. Brarnarp. So he said would Mr. Fischer give a statement to that 
effect, and I had always made it clear to SBA and everybody else in- 
volved we had never made or taken an inventory; that we added and 
substracted as we went along. 

I said, “Mr. Benedict, you dictated it,”—and I read to you from that 
file the thing he dictated. I called the girl on the telephone, and he 
was not in or was not there, and she took it over and said she would 
type it up and sign it. She said, “I often sign Mr. Fisher’s name.” 

I didn’t ask her to sign it. I never did ask her to sign it, and 
she didn’t say so in her statement to Mr. Horner, who investigated. 
I noticed particularly she did not say that I asked her to sign it. 

But she did sign it without Mr. Fisher’s knowledge. But I did 
not think of it. I did not know she hadn’t contacted Mr. Fisher in 
the interim. I certainly expect a secretary of mine—and I would 
expect Mr. Fisher’s secretary to call him on the telephone—to do that. 
Then if she couldn’t get it she wouldn’t bring it up. 

When she brought that letter to Mr. Benedict’s office I was not 
there. It was given to my brother, Robert Brainard. My brother 
Robert gave it to Mr. Benedict, and what he said I do not know. 

I have never—I had never seen that letter and I so testified to that 
effect before. I did dictate the letter and I still have my penciled 
notes, and if the letter is substantially the same I think it is all 
right. And I saw personally, not being an accountant or lawyer, 
nothing wrong with it, because it is in there and said we gave Mr. 
Fisher the facts, and we have always given him the facts as best we 
could dig them out without going through a complete audit. 

May I look and see if there are a couple of other things? 

Mr. Mutrer. Yes. 

While you are doing that, Mr. Brainard, Mr. Barnes, I would like 
to have you know that tomorrow we expect some representatives here 
from the union who had jurisdiction over the employees at this plant, 
and they will testify. 

What time are they due here? 

Mr. Mangss. Tomorrow afternoon. 

Mr. Motrer. It might be well for you to have a representative 
present to hear their testimony and answer anything that might be 
said by them. 

Mr. Barnes. I see. 

Mr. Brarnarp. I would like to ask Mr. Barnes why, I believe it was 
December 2, or by December 2, when the SBA had in their files a 
complete audit of the inventory, plus a statement of the auditor which 
Mr. Benedict said was acceptable, on what was designated by job cards 
and what not, when they took this order as being Western Electric 
inventory, and a letter of guaranty from the Western Electric Co., 
that they would buy that inventory at any time in case something 
happened, that you did not feel that you had a loan here with a 
relative security which would have made it certainly a good loan, to 
make with the guaranty of the Western Electric Co., no matter what 
other facts might have been involved at that time? 
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Mr. Barnes. There were several reasons, Mr. Brainard. I think 
the most important is that the standbys that were in our possession or 
submitted to us at that time were insufficient legally for the purpose 
for which they were intended. 

Mr. Brarnarp. Well, Mr. Barnes, I will call your attention to the 
fact that you did not have the standby agreements at that time. The 
standby agreements were not furnished toyou until, I believe it was 
December 15, or thereabouts, and you had no knowledge at that time 
whether the standbys were good or bad. 

Mr. Barnes. We have never received the complete standbys required 
by the authorization, to this date. 

Mr. Brarnarp. You received these standbys—I want to refresh my 
memory here for a minute [indicating file of papers]. 

You received the standby agreements on December 15, all of them. 
I took them from the place and I took them there that time, having 
taking them to Mr. Engles’ office on December 13. Then I took them 
up to Mr. Horner on December 15. 

I was not notified that these standbys were not in proper form until 
January 5. 

Why was I not notified during that period, if you were not satisfied 
with these standby agreements? 

Mr. Barnes. I have no personal knowledge of the dates, Mr. 
Brainard. 

Mr. Bratnarp. Well, you just said that you didn’t give—— 

Mr. Mutrer. Let me interrupt at that point. Mr. Davidson testi- 
fied that as early as October, I think he said, he had some of these 
standby agreements and told you that they were not in proper form. 

Mr. Brarnarp. Yes sir; and he returned all of those to us at that 
time. 

Mr. Mourer. Did you ever get the form changed ? 

Mr. Bratnarp. And we put them in the shape he asked, and all 
standbys submitted on December 15 were in the shape that we were 
asked by Mr. Davidson when he returned the first group to us. 

Now they said that they had changed their attitude with regard to 
standby agreements, but they never told us they had changed their 
attitude and they wanted other and more complete information per- 
haps on these standby agreements, and we did not know that they were 
not proper until January 5. 

The fact of the matter is, it wasn’t until I went to New York and 
saw Mr. Ross Davis on January 7 

Mr. Mutrer (interposing). Where are these standby agreements 
now ? 

Mr. Davinson (speaking from audience). 1 have them here. 

Mr. Mutter. You have one group referred to under exhibit A, which 
were generally satisfactory, is the term you used. 

Let us see those in attachment “B” which are three different cate- 
gories; incomplete, no signatures, and signatures unsatisfactory. 

Suppose we look at “Signature unsatisfactory” in category 3, Ford 
Metal Molding Co., for one. 

; Mr. Davinson (handing documents to Mr. Multer). Here is the 
orm. 

Mr. Muurer. These are apparently on the form supplied by SBA. 

Mr. Brarnarp. That is right, and that is a rider that was prepared 
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by SBA and Mr. Lewis, even though Mr. Lewis said he hadn’t seen 
the authorization. 

Mr. Murer. There is an individual named here—the first name is 
illegible [looking through file]. Well, this very first one, there is no 
indication of whether this is a partnership, a corporation, or a trade 
name, and nothing to indicate the authority of the individual to sign 
it. Obviously it is insufficient legal form. 

Mr. Braryarp. However, at that time, when these were given back 
to us, that was a satisfactory document, and we were not asked for 
this other information. 

Now Ford Metal Molding Co. is signed by this man 

Mr. Mutrer. Who is this? 

Mr. Bratnarp. If I sign my name to something from Ford Metal 
Molding, and I own it, certainly that is a legal document ? 

Mr. Muurer. You don’t own Ford Metal Molding Co. 

Mr. Bratnarp. No, sir. 

Mr. Mutrer. So if you signed it that would be no indication that 
you did own it then. 

It was apparently made very clear in the memorandum that a signa- 
ture like this one is invalid in law. If you are going to try to use this 
against this company, then the burden, instead of being on Ford Metal 
Molding Co. to show this man had no authority, the burden is on the 
agency to try to prove who this man is, what authority he had, that 
either he owned the company or was an officer or had some right to 
sign it. 

Suppose this was an unauthorized stenographer’s signature on it. 
They have no way of knowing that. 

Mr. Brarnarp. Do you mean to tell me that if a man signs his name 
under Ford Metal Molding—just his name—that that is not a legal 
signature ? 

Mr. Muurer. No sir. This document, as it stands here, could not be 
offered in evidence to bind that company in any court of law, without 
some further proof. 

Now the same thing, Mr. Brainard 

Mr. Brarnarp (interposing). I am no lawyer. 

Mr. Muurer. You have to take these matters of law from us. 

Mr. Brarnarp. But why wasn’t I told that ? 

Mr. Mutrer. Let me make this clear, as I did before. Even we as 
lawyers on this committee should disagree, if we should, with Mr. 
Davidson as lawyer for the agency, his advice is the advice the agency 
would have to take. So if I should say that in my opinion that is a 
good signature, the agency is bound not to take my advice on it but 
the advice of their lawyer. 

The same bad form of signatures appears in all of these other docu- 
ments which are listed in this schedule as being improper or unsatis- 
factory signatures. 

Mr. Brarnarp. All right, now, why wasn’t I given these back to get 
them in the proper form, if they were not satisfactory ? 

Now wait just a minute. Mr. Barnes told us just now that the reason 
we were turned down that time is that the standbys were not in proper 
form and yet they didn’t get them until long after that time, on 
December 15. 
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Now if SBA had wanted to cooperate and wanted to disburse this 
loan, they certainly could have given these back to us and told us 
that this is unsatisfactory and we would have gone back and fixed it up. 

In fact, I went to New York specifically and asked Mr. Ross Davis 
on that particular day of January 7 to do that, and he refused to give 
them back to me. 

Mr. Mutter. I think the testimony from Mr. Lewis is that by that 
time he had been making claim to those documents and wanted them 
returned to him. 

Am I right in my recollection of the testimony ? 

Mr. Bratnarp. That is right. 

Mr. Mutrer. He couldn't very well have given them back to you, 
when the creditors’ lawyer was demanding those documents back. 

Mr. Bratnarp. Why hadn't they been ex xamined duri ing this period ¢ 

Mr. Barnes. Mr. Chairman? 

Mr. Muturer. Yes, Mr. Barnes. 

Mr. Barnes. Mr. Davidson will give direct testimony on that if 
the committee so desires. 

Mr. Mutter. I don’t think it is at all necessary. 

Until you got to the time of actually closing this loan there was no 
need for Mr. Davidson as your lawyer to say ‘anything further about 
the closing documents. 

Mr. Brartnarp. Then we don’t have the answer to my question. 
Why was it turned down at that time when you had all of this guar- 
anty from Western Electric 

Mr. Barnes. I answered your question, Mr. Brainard. 

I said you had never submitted to us some standby documents in 
legal form at any time, then or now. 

Mr. Brarnarp. No, but we were told at that time to submit the 
standby documents at the closing, and this letter turning us down 
for the loan was written before we were able to sit down and submit 
them. 

Mr. Muurer. Mr. Brainard, let me interrupt you. 

I don’t think this line of questioning is going to be helpful to the 
committee. I think that the position of the agency has been made 

perfectly clear. 

It undoubtedly is not satisfactory to you, but I don’t think the 
agency should be required to make any further explanation of their 
action other than has already been spread on the record. 

I think if you had been processing this insofar as a loan is con- 
cerned, with a bank, the bank would have said : 

Mr. Brainard, let’s call this quits; let’s not waste any more time. We are 
through with this application for a loan; you are just not going to get any 
money from us. 

I think the Government lending agency was in the same position 
as to this loan. 

Mr. Brarnarp. Wait just a moment. 

Mr. Mutter. He wants an opportunity to go through his notes 
to see if there is something else he wants to call to our attention before 
he submits something more in writing. 

Mr. Brarnarv. Rather than to take up your time now, because it 
is difficult for me to do this, may I come back with the union people 
and if I have any questions at that time, I may ask them? 
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Mr. Mouvrer. You are certainly welcome to be here during the time 
of anybody testifying, no matter where they come from. 

Mr. Brarnarp. It would save this time. 

Mr. Rrenitman. I don’t want to suggest that you foreclose the 
opportunity for Mr. Brainard to ask any questions. But I don’t 
think in fairness to SBA that we would want to require that SBA 
hold all of their people here to answer any questions that he might 
present. 

I think you have amply stated the committee’s position. You will 
permit him to ask questions and you request that he present in 
writing any other information he wants to submit or supply to the 
committee or any other questions, and we will proceed to try and 
get answers or further lslenmation for him. 

His time is valuable, and SBA’s time is valuable. I feel we have 
had ample time for both sides. 

Anything he can bring forth to clarify his position the committee 
wants to receive. Any information he hasn’t been able to get from 
SBA, if he will present a request for such information to counsel, 
counsel will get it and present it to the committee. 

I think it would be wrong to leave the impression with Mr. Brainard 
that tomorrow—when the witnesses for the union are going to be testi- 
fying—he is going to have here all day or any time to ask repre- 
sentatives of the SBA to answer questions that he might want to 
propound to them. 

They have had their day, and he has had ample time, and the door 
is left open for him to give us any information he wants, through 
proper presentation to counsel or otherwise, I am sure. 

Mr. Mutter. I am glad you made that observation, and I adopt it 
as my Own. 

Please understand, Mr. Brainard, we are not trying a lawsuit in a 
court of law, where you might go on cross-examining witnesses even 
though you were repeating what you had just done before. That 
might be proper procedure in a court of law. . 

What we want here are the facts; we have had your story and the 
story from the agency. Now cross-examination in a court would be 
in proper form if you went over everything that you had testified to 
and said, “Is this so and is that so?” 

But it is not proper before this committee. If you have anything 
to add to what has been said here, or in explanation of what they 
have said, we will be happy to have it. 

If they have a document you think has been withheld, and will shed 
light on this matter, that head be the purpose of your cross-exami- 
nation. Ask them to tell us something that they have overlooked 
telling us, and something that you, yourself, have overlooked telling 
us. 

Now suppose we adopt this procedure, Mr. Brainard. You ste 
aside for a moment, go through your notes carefully, and let us ca 
this next witness. And by the time we get through with him, if any- 
thing else occurs to you, let us know. 

I think this next witness will be rather brief. 

You will bear with us for a few moments, won’t you, Mr. Barnes? 
Just one more witness for this afternoon, Mr. Bison. 

Mr. Mutrer. Mr. Barnes, may I interrupt you again. I am sorry 
to do this, but Congressman Bennett has just come in. Mr. Bennett, 
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this will go along for a considerable length of time. Do you want to 
make a statement to the committee? 

Mr. Bennetr. Well, Mr Chairman, in order to be kind to a man 
who has been kind to me, I will insert it in the record and just briefly 
say what I have to say. 

I have high confidence in the way your committee has been working 
and the way the Small-Business organization has been working. It is 
all praiseworthy and I guess usually congressional committees are not 
too interested in that sort of material. But I have had a number of 
contacts of a very concrete nature with your committee and with the 
Small Business Administration and I have had some very happy ex- 
periences and I outlined them in this testimony, and I won’t make any 
further comments at this time. 

Mr. Muurer. Thank you very kindly for coming in, Mr. Bennett. 
Mr. Bennett’s statement will be spread at length on the record, please. 


STATEMENT OF CHARLES E. BENNETT, MEMBER OF CONGRESS 


Mr. Bennetr. Mr. Chairman, I appreciate this opportunity of ap- 
pearing before you to give my conclusions on the work of the Small 
Business Administration. My experience with this agency has been 
good. Last summer I initiated a project of acquainting the manufac- 
turers and retailers of the district which I represent with the services 
of our Government which are designed to help them with their 
activities. I sent out letters to about 1,300 retailers and about 200 
manufacturing concerns in our district. With the letters I enclosed 
various materials on Government publications available to assist busi- 
nessmen. Among these publications were two published by the Small 
Business Administration. The first was a check list of their Manage- 
ment Aids and Technical Aids. The other was their list of Business 
Service Bulletins. In my letter, I asked my constituents to give me 
their frank appraisal on the helpfulness of these publications and 
whether the Covet anak should continue their selitioaten. I am 
happy to say that I received a number of letters expressing approval 
of these and other services rendered by our Government for small 
businesses, and that I received not one single letter expressing an 
opinion that these publications were useless or that they should be 
discontinued. Parenthetically, I might add that this committee was 
very helpful to me in carrying out this project. 

My other favorable experience with the Small Business Administra- 
tion occurred last fall. Some of the veterans of the district which I 
represent told me of their difficulty in obtaining business loans of the 
type which the Veterans’ Administration would guarantee. The 
maximum rate of interest on Veteran’s Administration guaranteed 
loans is 414 percent, while the Small Business Administration had 
established a minimum rate of interest of 6 percent. I called this sit- 
uation to the attention of the Small Business Administration. In my 
experience, there is a tendency on the part of many administrative 
agencies to adopt a negative attitude when a matter of this type is 
called to their attention. This may be because it is easier to find rea- 
sons for not taking action than it is to take action which may be 
needed, But the Small Business Administration took a positive 
attitude toward this suggestion, and put itself to the inconvenience of 
doing something about this situation. They advised me that they had 
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adopted a policy of approving 414 percent loans to veteran business- 
men where such loans met their other qualifications. This breathes 
new life into Veterans’ Administration business loan guaranties, 
which were rapidly becoming a dead letter in the law. 

It is a pleasure, Mr. Chairman, to be able to pass along to this com- 
mittee this report of my favorable experience with the Small Business 
Administration. Thank you for permitting me to appear here today. 

Mr. Mutrer. I have heretofore asked Mr. Barnes to send us his 
comments on the various suggestions and statements made by the 
Members of Congress so that Mr. Barnes’ statement can be incorporated 
into the record, and I trust that we will receive such a statement from 
Mr. Barnes for incorporation in the record. 

As other statements are received from time to time they will be added 
to the record. 

Now, I think we ought to conclude, if possible, the Brainard matter 
that has been on and off before us since we started. I think that we 
have given Mr. Brainard the opportunity to submit additional state- 
ments if he wants to. 

Is that the procedure you want to follow, Mr. Brainard? You will 
send a supplemental statement to the committee which we will incor- 
porate into our record ? 

Mr. Bratnarp. Yes. 

Mr. Mutter. Very good. 

There is a statement on its way, I understand, from the union repre- 
sentative involved in the Brainard matter. When that comes we will 
ask the Small Business Administration to give us its comments on 
that statement, and that will be added to the record. 

Mr. Brarnarp. Also, one of the union people, the president of the 
local, called me last night. He told me that the people, of course, are 
still out of work and they are very anxious that his statement and the 
chief steward’s statement be inserted in the record. Do you have their 
other statements, Mr. Maness? If so, will you please insert them in 
the record. . 

Mr. Maness. Are you talking about Mr. Looks and Mr. Heller? 

Mr. Mutter. The statements that they submitted to the Small 
Business Administration, are those the statements you have in mind? 

Mr. Brarnarp. Yes; the same statements that are probably in that 
report. 

Mr. Murer. Mr. Horner, are these two statements that IT show yon, 
one purporting to bear the signature of James D. Looks and the other 
purporting to bear the signature of Henry Heller, are these the state- 
ments that were obtained by your New York regional office from those 
two gentlemen ? 

Mr. Artur Horner. Yes, sir; these copies were given to me. 

Mr. Mutter. By the gentlemen i in question ? 

Mr. Horner. Yes, sir. They were not taken under oath by me. I 
think they said they were taken by a notary public. That was before 
I was there, and then they handed them over to me. 

Mr. Murer. They do not purport to be sworn to. Do you say they 
were sworn to before a notary public? 

Mr. Horner. They told me they were, sir. 

Mr. Muurer. We will take them as unsworn statements at this time. 
There is not sufficient evidence that they were sworn to. 
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T am not in any way impugning your statement, but we do not have 
evidence that we can take as primary evidence to indicate that they 
were sworn to. 

Mr. Rrentman. Would you state your full name? 

Mr. Horner. Arthur D. Horner, Small Business Administration, 
Washington, D. C. 

(The two documents referred to follow :) 


I. James D. Looks, residing at 247 Roslyn Avenue, Carle Place, N. Y., and 
president of Local Lodge 999 of International Association of Machinists, repre- 
senting the employees of Brainard Industries, Inc., attest that I attended a 
meeting with Mr. Frederick Benedict, regional director of Small Business Ad- 
ministration on Monday, November 29, 1954, along with Mr. Raphael Oehler, 
business agent, International Association of Machinists; Mr. Henry Heller, chief 
shop steward at Brainard Industries, Inc. 

At this meeting Mr. Benedict told everyone present that he could not disburse 
the loan with what information he had at this time. He then went on to say 
that if the company could supply him with a certified inventory of all Western 
E.ectric Co. materials in the plant and it reaches the necessary amount, that he 
was sure the loan would be disbursed. He then added that the disbursement 
would only be made if his complete staff was in approval. He added that it may 
have to be still sent to Washington, D. C., office for final approval. 

The following day I was told that the loan could not be disbursed by Small 
Business Administration. This information was told to me by Mr. Frank Brain- 
ard, of Brainard Industries, Ine. I then called Mr. Frederick Benedict on the 
phone and asked him if the loan was guaranteed would he disburse same. At 
first he told me that at least 75 percent of the loan would have to be guaranteed, 
but after I told him, I thought a 59-percent guaranty could be obtained, he then 
asked someone else if this was 0. K. He then said that a 50-percent guaranty 
would be all right. I then called Mr. Frank Brainard and told him about this. 
I also called a Mr. Mort Meyer, of Duralast Corp., asking him if he could guar- 
anty this amount and he told me to have Mr. Frank Brainard call him in refer- 
ence to this guaranty. 

JAMES D. Looks. 


I, Henry Heller, residing at 248 Silver Lake Boulevard, Carle Place, N. Y., 
and being chief shop steward representing the employees at Brainard Industries, 
Inc., attest that on Monday, November 29, 1954, I attended a meeting at the office 
of Mr. Frederick Benedict, regional director of Small Business Administration 
at New York. With me were Mr. Looks, president of local 999, and Mr. Raphael 
Oehler, representative of the International Association of Machinists. 

We discussed the Brainard Industries Joan at this meeting. Mr. Benedict 
told us that he is doing everything possible to release said loan. He also stated 
he would try and get a waiver from Washington, D. C., to do this. He then 
stated he would like the company to get some additional information regarding 
the loan. As we were discussing said loan, a Mr. Davidson, counselor at Small 
Business came in. I had been informed by Mr. Brainard that he and Mr. David- 
son had had drastic words together. Mr. Brainard told us that Mr. Davidson 
told him to pack up his papers and get the hell out of this office because you'll 
never get the loan. I asked Mr. Davidson if this were so, and he said that was 
exactly what I told Mr. Brainard. I then asked him if he thought it was fair 
for him to sit and judge a loan on that basis. He then said my personal feelings 
would not enter in the disbursing of this loan. At the end of this meeting Mr. 

3enedict assured us that if the certifications were in order, there would be no 
reason why the loan would not be disbursed. He did, however, state that he 
may have to get final approval from Washington, D. C., to disburse this loan. 


Henry HELcer. 


Mr. Mvuurer. I think that concludes the Brainard matter, except 
if there is anyone here on behalf of the Small Business Administra- 
tion this morning who cares to make any additional statement on the 
subject matter that may be helpful to the committee, we will be glad 
to hear it. 

Mr. Davidson. 


62408—55——21 
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STATEMENT OF HARRY H. DAVIDSON, REGIONAL COUNSEL, SMALL 
BUSINESS ADMINISTRATION, NEW YORK 


Mr. Davipson. Mr. Chairman, I have discussed this matter with 
Mr. Barnes and we feel that we would like to introduce documents 
that I have here to complete the record so that when the counsel for 
the committee prepares his findings of fact there will not be any 
blanks left out, as far as SBA is concerned. 

It was our intention to introduce these as quickly as possible with 
a minimum of comment; then Mr. Benedict was going to try to make 
a statement to clear up what he feels are basic allegations against 
his good name. 

Mr. Muurer. Mr. Davidson, you are counsel to the New York re- 
gional office ? 

Mr. Davinson. Yes, sir. 

Mr. Muurer. Now, then, will you offer whatever you think should 
be added to this record. This, Pam you are offering for inclu- 
sion in the public record ? 

Mr. Davinson. I think Mr. Barnes stated that although we realize 
that interoffice memoranda should be of a confidential nature, in this 
case they can become a part of the record. 

The first document is a memorandum from Mr. Benedict to Mr. 
Engles dated December 7. There are two attachments which I am 
going to submit along with another group of exhibits, but it also con- 
tains a comparative balance sheet referring to the Fisher audit and 
the Shapiro audit, and I think this will set forth chronologically 
everything that took place, the events up to December 7, and it ties 
right in with the financial statement submitted by the auditors. 

Mr. Mutrer. Will this memorandum indicate what part of it, if 
any, was made known to Mr. Brainard on behalf of the applicant? 

Mr. Davipson. Yes, sir. 

Mr. Mutrer. This document is dated December 7, 1954, and is 
* headed “Office Memorandum, United States Government, to W. Nor- 
bert Engles, Deputy Administrator, SBA, Washington, D. C., from 
J. Frederick Benedict, Regional Director, SBA Regional Office, New 
York, N. Y.,” and the subject is “Brainard Industries, Inc.” 

(The document referred to follows :) 


OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 


DECEMBER 7, 1954. 
To: W. Norbert Engles, Deputy Administrator, SBA, Washington, D. C. 
From: J. Frederic Benedict, regional director, SBA Regional Office, New York, 
RN, ¥. 
Subject: Brainard Industries, Inc., Lindenhurst, Long Island, N. Y., Docket No. 
L—120, 376-NY-R, nondisbursement of loan. 


This loan was approved by teletype to us dated October 13, 1954, after two 
declinations. The authorization, dated October 13, 1954, was received in this 
office October 21, 1954. Mr. Frank Brainard, president, was informed by tele- 
phone immediately upon receipt in both instances, with letter confirmation. 

From the outset, we considered this a “priority” case since it involved financing 
Government subcontracts, and due to the desperate need by the applicant for 
eash. After reviewing the pertinent information and the authorization, and 
since it was a marginal loan, steps were immediately taken to acquire the 
essential information with a discussion initiated with Mr. Brainard on the very 
day the authorization was received, October 21. Mr. Ralph D. Williams, our 
closing examiner, was directly in charge of work necessary to fulfill terms of 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 317 


the authorization except for the question of adverse change which is the re- 
sponsibility of the examiner originally assigned to the loan, Mr. Raymond J. 
Connolly. 

In light of the above, necessary standby agreement forms, as well as all other 
required SBA forms, were furnished to Brainard Industries, Inc., on October 
22, to be completed and executed by the some 90 creditors in at least the mini- 
mum amount of $123,000 as stipulated in the authorization. This did not in- 
elude creditors to whom amounts due were less than $100, aggregating $4,000 
to $5,000. These latter creditors were to be paid in cash in full at the time 
of disbursement, together with all other debt not included under standbys. All 
of the figures were supplied this office by Brainard Industries, Inc., without the 
benefit of audited certification. 

In addition to supplying all necessary forms, Messrs. Williams and Connolly 
also advised Mr. Frank Brainard that as a condition precedent to disbursement, 
we would have to be in receipt of certain critical information in satisfactory 
form as follows: 

1. Detailed financial statement as of September 30, 1954, prepared in ac- 
cordance with standard certified public accounting practices ; 

2. Original or certified copies of the leases covering applicant’s building and 
machinery ; 

3. List of all creditors, with an aging of the accounts, outstanding as of 
October 26, 1954, with a breakdown as to which creditors would be covered by 
standby agreements in the amount of at least $123,000. 

4. Since the company requested an initial disbursement of $77,456 to reimburse 
them for funds spent in connection with inventory for use on the purchase 
contracts referred to in the authorization, the applicant was instructed to submit 
supporting data including receipted invoices covering such disbursements. 

The standby agreements on creditors referred to above were returned to us in 
a total of only $88,800 on November 10, 1954. These were not in satisfactory 
form, nor were they in adequate total to permit any consideration of disburse- 
ment at this point, and were returned to the applicant because of omissions in 
amount, authenticity of signature, and inadequacy of total amount, with defects 
noted. 

This involved sufficient seriousness as to adequacy so that Mr. Harry H. 
Davidson, regional counsel, called Mr. Jerome S. Plapinger, Deputy General 
Counsel for SBA, on that same day to discuss the acceptability of the standbys 
tor SBA’s purpose. As a result of this conversation, it was decided to take the 
most lenient view possible on acceptance of standbys but that they must at least 
include the amount for which the creditor stood by in each instance. They 
were returned to Mr. Robert Brainard, who stated that they would be given to 
the New York Credit Men’s Adjustment Bureau, Inc., which has been acting on 
behalf of creditors, for completion in accordance with these instructions. 

Subsequently we were informed by Mr. Feldman of that bureau they had not 
received the standbys Mr. Robert Brainard was supposed to have returned to 
them. Mr. Feldman stated further the reason he had been forwarding to us 
from time to time additional standbys in order to meet the $123,000 figure was 
based on the assumption the $88,800 in standbys was still in our hands. 

At no time have we seen $123,000 of standbys in proper form or otherwise, 
but we have been assured by Mr. Frank Brainard on numerous occasions that he 
could produce not only the $123,000 as called for in the authorization, but that 
he presently had $127,000 in standbys, all of which were in proper form in 
accordance with our instructions. We proceeded with a final determination 
as to the advisability of disbursement based on the assumption that Mr. Brain- 
ard’s statement, that the standbys would be delivered in acceptable form and 
amount prior to disbursement, was accurate. Of course active consideration 
had ae given the other four points of critical information during this entire 
period. 

On the four points listed above, upon which we required information in addi- 
tion to the standby agreements, the following has been received: 

1. Financial statements.—A statement by Mr. Fred M. Fisher, certified public 
accountant, was received for the period ending October 31, 1954, but not for the 
period ending September 30, 1954. The only information we received on the 
September 30, 1954, statement was one prepared by Mr. Frank Brainard himself 
rather than by an accountant as requested, and received on November 2. Of 
course, Mr. Brainard’s own financial report could contain no statement con- 


cerning the preparation in accordance with certified public accounting pro- 
cedures. 
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This report of September 30 indicated such an adverse change in financial 
condition, even without verification, that it became immediately necessary to 
receive a financial report for the period ending October 31. This would have to be, 
as initially requested, supported by CPA vertification. The report was requested 
verbally after receipt of the September 30 figures on November 2. Finally, since 
not received, Mr. Frank Brainard was requested in writing by me to do so under 
date of November 17, 1954. 

The subsequent figures of October 31, 1954, of Mr. Fisher were received 
November 23 with a limited verification. He stated: 

“I wish to state that the accounts receivable were not verified * * * but 
represent balances shown in the various accounts in your books * * *. The 
inventory was furnished by the management and valued by them * * * the 
figures presented in the accompanying balance sheet and statements of income 
and profit and loss were taken from the books and are subject to such changes 
as verification with sources independent of the books may indicate to be 
necessary * * *,” 

Mr. Fisher, the regularly employed accountant, refused to supply an adequate 
verification indicating his inability to do so. At this point another certified 
public accountant, Cyril J. Shapiro Co., was engaged by Brainard industries, ine. 
Shapiro’s statement made no reference to the specific inventory acquired by the 
Western Electric contracts for which the loan was authorized, although this 
office had requested that information be given. By subsequent letter on 
November 30, 1954, the latter accounting firm indicated a total inventory of 
$78,048.50, but states that this is a management designated figure and not one 
that his firm verified. The statements of the auditors Messrs. Fisher and 
Shapiro, were very seriously at variance. Fisher’s statement as of October 31, 
1954, shows raw material, work in process, and finished goods at $148,177.16 (as 
furnished to him by Brainard Industries), while Shapiro’s inventory statement 
as of November 24, 1954, which is a verified inventory figure, similarly shows 
$97,978.67, an apparent inventory loss of $50,198.49. Mr. Frank Brainard stated 
that that there had been no appreciable work in process or shipments made 
from the company during the period October 31 to November 24. Using Shapiro’s 
inventory figures in the overall balance sheet, the only one available as supplied 
by Mr. Fisher, there would be an indicated capital deficit of some $17,000 as of 
that date rather than the $33,000 net capital position shown by Mr. Fisher. 

This office also seriously questioned the carrying as other assets of advance to 
three firms: H. J. Wilson, Easy Drapes, and Brainard Aircraft, in total of 
$27,554.75. These would appear questionable at best, and might well be viewed as 
further reducing the net deficit position by another $27,000. 

In addition to the above, the financial figures supplied this office would also 
indicate a serious net current deficit position on a pro forma basis after dis- 
bursement. These pro forma figures gave full consideration to the standby totals 
indicated by Mr. Frank Brainard as available, and to the deferring of payment 
of past due taxes to which the Federal and State Tax Departments have indi- 
cated a willingness to consider. This pro forma net current deficit would ap- 
proximate $41,000 indicating a very serious question as to the ability of Brainard 
Industries, Inc., to carry on its activities. 

2. Copy of leases covering building and machinery.—Information in connection 
with lease agreements were supplied by Brainard Industries, Inc., to the satis- 
faction of this office. 

8. List of all creditors outstanding on October 26, 1954.—This information 
was supplied by the company, although here again we have no verification by an 
independent auditor that it was all inclusive either as to amount or total ac- 
eounts. This office did consider that for practical purposes, provided other fac- 
tors were satisfactory, that the statements of accounts payable and receivable 
could be acceptable as reasonably current even though there was no outside 
verification. This decision was reached since standbys would presumably ade- 
quately cover the major payables and since the receivables were pledged to the 
Farmingdale Bank. 

It was realized that accounts payable, for which SBA would be making direct 
advance, were not necessarily the identical ones for which the loan was being 
advanced. The situation was discussed with Mr. William L. Rollins, Director of 
Office of Financial Assistance, by me and it was decided as a result of the tele- 
phone conversation that this represented only a minor modification in the 
authorization which could be approved by me inasmuch as the actual amount of 
any advance was strictly a replacement of working capital depleted by Brainard 
Industries Ine. for the purpose of acquiring inventory in connection with the 
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authorized Western Electric contracts. Accurate verification by auditor of the 
amount in inventory and expended by Brainard Industries Inc. has never been 
supplied although repeatedly requested. It is realized that here again SBA was 
giving the most favorably possible interpretation to the authorization in the in- 
terest of making a disbursement to Brainard Industries Inc. in accordance with 
the loan authorization. 

The actual accounts payable, upon analysis of the individual records as pre- 
sented, ran larger than the initial figure presented to us by Brainard Industries 
Ine. This could largely be ascribed to the continued loss operations of the com- 
pany subsequent to our first consideration. 

As a matter of fact, this office had considerable doubt as to the type of ac- 
counts for which we were making actual cash disbursement even though it was 
recognized that these disbursements would be made for accounts that need not 
necessarily be directly for Western Electric contracts, since they involved such 
items as florist bills, restaurant bills, photographer, food market, and private 
elub. 

4. Inventory.—The inventory figure for which disbursement might be con- 
sidered has never been verified by independent auditor although repeatedly re- 
quested both orally and in writing. By letter of October 28, 1954, Brainard re- 
quested disbursement of $77,456, which amount included an item of “Initial pur- 
chase of inventory on hand, $63,007.” Upon examination of invoices presented 
to support the amount of $63,007, we discovered approximately $18,000 were un- 
paid invoices from Rosan & Co., which amount was scheduled to be covered by 
a standby agreement. That amount, of course, had not, therefore, been spent. 
(This matter is covered in more detail in memorandum of November 4 by 
Financial Specialist Ralph D. Williams, copy of which was forwarded to your 
office.) To advance funds in this amount for which no payment had actually 
been authorized by Brainard Industries, Inc., seemed outside the authority of the 
authorization and this was verified by telephone between Mr. Rollins and me. 
It was furthermore confirmed that adequate certification to this office be re- 
quired. Although these confirmations were received by telephone, the original 
problems presented in connection with the possible disbursement were described 
in my memorandum of November 4, 1954, to Mr. Rollins. The telephone answers 
were provided to help us make a decision more rapidly and more effectively. 

On November 24, 1954, Mr. Brainard was informed that the loan could not be 
disbursed at this time. Realizing that this matter had been pending for a 
month and since we felt that we had a duty to certain interested third parties, 
namely, Western Electric, the labor union and creditors’ committee, who had 
been in constant contact with this office, it was my opinion that a decision would 
have to be made on the basis of the information before us at that time. Conse- 
quently, by letter of that date, copy of which is attached, Brainard was in- 
formed that it was our considered judgment “that no disbursement can now be 
made for the following reasons.” The reasons as set forth are self-explanatory. 
However, I feel that it is important to note that this letter permitted Brainard 
to reopen for reconsideration the question of disbursement. We know of no in- 
stance in which Brainard informed the interested third parties mentioned above 
of this decision. 

From November 24, until Tuesday, November 30, when I disqualified myself, 
I as well as Messrs. Horner, Connolly, Williams, Long, and Davidson, devoted a 
major portion of our time to the Brainard brothers. In addition, the fact is that 
since the Brainard loan took so much of our time, it was necessary for me, as well 
as my staff, to devote numerous evenings to the Brainard brothers since our 
first contact with them. We were doing our best to make a difficult situation 
work out. 

On December 1, 1954, Mr. Alexander M. Horner, as acting regional director, 
for this purpose in view of my disqualification, informed the company, first orally 
and then by letter, copy of which is also attached, that the proceeds would not 
be disbursed. I felt my disqualification was imperative since a Mr. Looks, presi- 
dent of the union representing Brainard employees, questioned the impartiality 
of my judgment in connection with the loan. On the evening of Monday, Novem- 
ber 29, and the morning of November 30, with additional information supplied 
subsequent to my letter of the 24th, I felt that it was only fair both to the 
company and SBA that a decision independent of my own be rendered. 

At this time, the union officials volunteered that they had very little confidence 
in the management of Brainard Industries, Inc., and stated that if the loan were 
disbursed we could be assured that they would be keeping an “eagle eye” on the 
entire operation. 
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In spite of the fact that there was absolutely no basis for the statement made 
by the union concerning my impartiality, this was explained to Mr. Wendell B. 
Barnes, Administrator, who was in this office on November 30. On the same 
day, I explained the union allegation to Mr. Frank Brainard, who was in our 
office accompanied by his brother. He admitted that there was no foundation 
to the position taken by Mr. Looks and regretted that I deemed it necessary to 
withdraw from consideration of the loan. 

In view of this allegation, I saw fit to obtain a letter from the party whom the 
union alleged made the defamatory statement involved, to the effect that the 
allegation was completely unfounded and in nowise involved me. 

In addition to the information already presented, those concerned in this 
office in making a decision in this loan have always seriously questioned the 
matter of adverse change. This change was brought out very strikingly in the 
$34,000 loss shown in September, and dramatically changing for the worse the 
condition of the company. In discussing the subject with Mr. Fred M. Fisher, 
the original accountant, while attempting to adjust the inventory figures sup- 
plied by Shapiro into the overall financial figures supplied by Fisher, certain 
important points were clearly brought out; first, the sharp variance in inventory 
figures—raw material, work in process and finished goods—shown by each of 
the accountants. Mr. Fisher, in spite of Mr. Brainard’s comments and letter 
to the contrary, stated that his balance sheet included under those items strictly 
inventory figures and did not include such items as small tools, parts, supplies, 
and dies. This raised a very serious question as to the acceptance of any finan- 
cial figures from Brainard Industries, Inc. 

Particularly pertinent was Mr. Fisher’s statement to me that a letter received 
from him relative to his certification of the October 31 statement was actually 
dictated by Mr. Frank Brainard to Mr. Fisher’s secretary who was induced by 
Mr. Brainard to sign Mr. Fisher’s name to it. This was done without Mr. 
Fisher’s prior knowledge or consent. It still does not have his consent, and he 
has repeatedly requested Mr. Brainard to have the letter returned to him. This 
letter, received under date of November 23, 1954, is quoted as follows: 

“With reference to the financial report prepared by me, for the Brainard In- 
dustries, Inc., as at October 31, 1954, I wish to make the additional statement. 

“I am familiar with the method used in the inventory taking, and the inven- 
tory controls, and although I have not supervised the actual inventory taking, 
I am satisfied that from the method and controls used it represents a reasonable 
appraisal of the company’s inventory position. 

“Also, this is true as regards the portion of the inventory which is for Western 
Plectrie Co. contracts. 

“Very truly yours, 
“Frep M. FisHer, C. P. A.” 


It is a point on which the Brainard brothers have continued to stress the validity 
of the accountant’s certification even though they knew that this was not Mr. 
Fisher’s actual figure. In my conversation with Mr. Fisher, he stated further 
that in connection with the Brainard inventory, he had auestioned Mr. Brainard 
concerning these figures at the time the statement was prepared since he did not 
see how the inventory could have increased during the month of October under 
virtually standstill conditions. In addition, he stressed the point that from his 
previous knowledge of the company, breakeven onerations at below $50,000 in 
total sales volume had not previously been possible. He still questioned the ac- 
curacy of these figures and did not wish to become involved further. Hence 
the reason for the switching of accountants at this point from Fisher to Shapiro. 

In accordance with my disqualification, Mr. Horner assumed full responsibility 
regarding whether or not a disbursement would be made. The decision not to 
disburse, as reflected in his letter of December 1, 1954, was based on the following 
facts: 

1. Concerning adverse change——Shapiro’s inventory audit as of November 24 
(received November 29) shows some $98,000 in merchandise inventories as 
against $148,000 in Fisher's statement for the period ending October 31. This 
adverse change is in addition to the $34,000 loss for the month of September. 

2. Substantial reduction in inventories revealed such a sizable deficit in net 
worth that there could no longer be any doubt that the corporation was insolvent. 

In this instance insolvency had special significance since the Western Electric 
purchase orders specify “either party may cancel this purchase order by notice 
in writing in the event that the other becomes insolvent, adjudged bankrupt, 
makes an assignment for benefit of creditors, or files a petition for reorganiza- 
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tion.” In view of this, it is also worthy to note that the financial affairs of the 
company have been in the hands of a creditors’ committee. 

3. Production specialists, John A. Storrs and Merrick A. Monroe, after visit- 
ing the Brainard plant, reported an inability to arrive at a reasonably accurate 
figure on inventory applicable to the Western Electric contract due to the fact 
that applicant’s records were inadequate and left much to be desired. 

Further, as indicated in Mr. Ralph D. Williams’ report of November 4, which 
was attached to my memorandum of the same date, the applicant submitted 
various receipted bills, invoices, and statements but it was impossible to deter- 
mine with any certainty that such expenses were incurred as operating expenses 
in connection with the purchase orders referred to in the authorization. 

4. There was an indicated deficit working capital position even after disburse- 
ment of the loan. 

5. Although certified statements had been requested on numerous occasions, no 
properly certified statements were ever submitted to this office. Brainard’s 
deliberate misrepresentation in the matter of the Fisher letter presented a danger 
signal which could not be ignored, and left serious doubt as to the validity of all 
the information he submitted. 

Subsequently, on December 2, at approximately 5:30 p. m., after the Brainard 
brothers were again informed by Mr. Horner that no disbursement could be 
made, they asked Mr. Horner whether he would reconsider his decision if they 
obtained a guaranty of the loan from Western Electric. This had been discussed 
by the Brainards with me. I again reiterated that the decision was Mr. Horner’s, 
that the idea, if workable, would add considerably to their possibilities, but 
that they should talk with Mr. Horner for a decision. At the time, Mr. Horner, 
felt that Western Electric in all probability would not consent to any such 
arrangement. Therefore an alternate possibility was discussed whereby Western 
Electric would agree to buy all Brainard inventories attributable to the contract, 
in event of default, from SBA. My advice as to a possible form for this was 
asked and given. The rough draft embodying this idea was read to Western 
Electric indicating that it would require checking and approval later by both 
Western Electric and SBA and their respective counsel. The purpose of this 
call was to arrive at a determination as to how far Western Electric might go in 
indemnifying SBA against loss. This purchase would be from SBA since prior 
to disbursement all inventories would have been assigned by Brainard Indus- 
tries, Inc., to us. After lengthy discussion that night, Mr. Horner concluded that 
any agreement along these lines would not permit disbursement since we could 
not certify the dollar value of any inventory then in the Brainard plant. More 
important, we could not certify as to the amount directly attributable to these 
contracts, with no adequate certified figures available from the company. 

On the morning of December 3, Mr. Herrick, of Western Electric, was informed 
by Mr. Horner that the contemplated agreement would be impossible for the 
reasons stated above, and that their letter of intent to purchase without inventory 
verification would not be sufficient. Mr. Herrick did not question the necessity 
of evaluating inventory. Further, due to the fact that it would take them too 
long to make a check themselves, it would be impracticable. At that time, Mr. 
Herrick informed Mr. Horner that Mr. Frank Brainard had asked them for a 
guaranty but he stated this was impossible. Consequently, Mr. Herrick was 
informed by Mr. Horner that no disbursement could be made. Subsequently, 
due to other information, we were led to believe that if Western Electric had 
wished to certify the dollar value of inventories directly attributable to these 
purchase orders it had the facilities to do so in a relatively short time, although 
no verification was—nor to my mind should have been—made of this question. 
It involved the sole and rightful discretion of Western Electric only. 

During our later negotiations with the Brainard brothers, certain allegations 
have come to our attention. The more important of which are as follows: 

1. That I informed Mr. Frank Brainard that it was all right for him to issue 
“bad” checks on the assumption the proceeds would be available by the time the 
checks were presented for payment. Nothing could be further from the truth. 
At no time were the Brainard brothers given any other impression other than 
the fact that this loan would be extremely difficult to disburse, and toward the 
later stages, were told on several occasions that in fact it was extremely doubtful. 

2. That certain information was requested and that they complied with the 
request, and after compliance, we would always request additional documents. 
The answer to this allegation is that the Brainard brothers would promptly 
deliver something but in no instance, except where they delivered the leases, 
was the infermation supplied that which was requested. 
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3. With reference to the allegation made by Mr. Looks of the union, which 
has been previously covered, at this stage I believe the Brainard brothers con- 
ceived the idea to have the union threaten me with possible criminal action in 
order to pressure me into disbursing the loan. 

4. That in fact, Mr. Horner was not exercising his independent judgment after 
November 30. I can state that after the above date I did not attempt or did 
uot in fact influence Mr. Horner’s decision. However, since I had been directly 
concerned with this loan throughout, I felt it was my duty to pass on to him any 
pertinent information which I might have personal knowledge of and which 
Mr. Horner did not. 

Aside from the long hours devoted to this applicant and our ceaseless efforts 
to give the Brainard brothers every possible consideration, individuals in this 
office have been subjected to abuse in the form of insults, criticism, and the 
groundless allegations mentioned above. The first statement that came to our 
attention which appeared to be out of order was a statement Mr. Brainard made 
to Messrs. Connolly and Horner to the effect that “fall you have to do is to get 
the report in the hands of the Washington Office and this loan will be approved.” 

This memorandum presents our position as clearly as can be established by 
this office, and represents the development of a situation making disbursement 
of Government funds increasingly questionable and precarious. Indications of 
lack of good faith and failure to disclose the true position of the company became 
increasingly evident. 

It is consequently recommended that the authorization No. LA-793, dated 
October 13, 1954, be canceled. 





Comparative balance sheets as submitted by Brainard Industries, Inc., and 
extended to pro forma after disbursement of $72,000 SBA loan 





Nov. 30, 1953 ! 






































Oct. 31, 
1954, by 
Aug. 31, Sept. 30, F, M. 
By F. M. 1954, by 1954, by Fisher, 
Fisher, Frank Frank Certified 
Unsigned | Certified | Brainard? | Brainard 3 Public 
Public Account- 
Accountant ant¢ 
vim | 
Cee 2S a ah La ee $64. 70 $64. 70 $5. 56 $388. 65 $84. 80 
Accounts reeniunbble. o. sic cscs. ec cds 125, 043. 78 | 125,043.78 | 101,924.59 | 82,524.95 | 78,233.12 
Gaal, Reo ee ee ee Ee A AP Wn ae 78, 317. 92 
Inyentories: i 
ae hs a oe Wi EE da Sad be bid hen aber 64, 972. 46 
NPE De HOOONE 5 cock. no ce ase ape cenpecseees log Fedehnacel an sbeebs i+ seness 5 Obie | 71, 430. 55 
NE 2 bv ii addin Lh dknssschddaindeie eaed bende «tied obAebs bd ds tinh osc dkkegees 11, 774. 15 
Total imventowles. oi nok ck nc enesceesk me 8 ee eee 128, 138. 32 | 128,494.22 | 148,177.16 
Total current assets. ...............- 272, 369.76 | 152,369.76 | 230,069.47 | 211, 407.82 226, 495. 08 
Wound aseetn (et): . — sa veeece ned dedi. 21, 877.01 21, 877.01 30, 230. 98 30, 230. 98 31, 937.02 
Other assets, deposits and advances_..-...| 20,689.04 | 20,689.04 | 47,045.68 | 47,058.77 46, 777. 99 
a Ueee Gee i eae 314, 935. 81 | 194,935.81 | 307,345.13 | 288,697.57 | 305, 210.09 
LGR0 DOR, 06 dnniin deena cn ds nnchpe sue cal i i i ec ae 5, 325. 00 
MS Sle do seks banc pnae~' pene 133, 273. 49 | 133,273.49 | 128, 664.16 | 133, 944. 26 141, 009. 45 
Notes payable, bank. --_................-- 57, 910. 00 57, 910. 00 70,000.00 | 67, 500.00 63, 932. 76 
DIN soa ts ten Fig Veed'n ~wtronh dow tel ssa 12, 984. 97 742, 80 37, 001. 55 47,771.40 | 57,191.35 
pe eS rar 742.80 | 12,984.97 4, 683. 86 4, 659. 38 4, 659. 38 
Current liabilities. .................. 204, 911.26 | 204,911.26 | 240,349.57 | 253,875.04 | 272,117.94 
Other liabilities: Mortgage payable. _____-_- 4, 611. 51 GONE BE icine s Binet di Sad se etc 
PUG Nooo we cmenaedcnccean 209, 522.77 | 209, 522.77 | 240,349. 57 | 253,875.04 | 272, 117-94 
Capital: | 
Subscription to capital stock.__.._....-. 725. 00 725.00 | 65,048.37 | 67,048.37 | 65,225.00 
SONS CO Dac occa nce ce deecnc can sk 104, 688.04 | (15, 311. 96) 1, 947.19 | (32, 225. 84) (32, 132. 85) 
105, 413.04 | (14, 586.96); 66,995.56 | 34,822.53 33, 092. 15 
Total liabilities and capital_________- | 314,935.81 | 194, 935. 81 | 907, 345. 13 | 288, 697. 67 | 305, 210.09 
| 


See footnotes at end of table, p. 323. 








SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 323 


Nov. 24 inventory audit by Cyril J. Shapiro, Certified Public Accountant ! 


a ics ssittinciteenn danas i ie ate i : $57, 369. 40 
ee Bk ie en caivncemmvahasacusehaeld LAhlae tues ach54i pits faes-i 33, 494. 01 

_.| 7,115.26 
| 34,040.14 


132, 018. 81 
83, 877.75 





Proform: using merchandise inventories from Shapiro audit and Oct. 31, 1954, statement by Fisher ° 


beaos = hs $15, 466. 
Accounts receivable _ ‘ plot S Oa aaah see se j 78, 233 


Inventories___. 7 > rose ; 93, 699. 13 


Work in process_____..__- gatscigdaatlbeonieie : 33, 494. 
Finished E ; x aad : 7, 115 


Total inventories ___- bec tincinat ddidhicrate ends tele ‘ , 97, 978. 67 


Total current assets ss | 191, 677. 80 
Fixed assets (net) ron maine : 31, 937. 02 
Other assets, deposits, and advances_._._......_......---._---- 46, 777. 99 

Total assets a a 270, 392. 81 
SBA aR Ni a ei oe ae Bad 8 util ines 72, 000. 00 
Accounts payable 12 months standbys-----_-.-_--- Picckbabeene ; a 72, 000. 00 
Notes payable, bank s ; ” ‘ et tl 63, 932. 76 
Taxes, 6 months_._________- eae ees aes ok hei cok ; 24, 907.01 


Current liabilities : ; alii eens 232, 839. 77 
Other liabilities: 

Mortgage payable . Sa 4, 659. 38 

Gigs meear bn momen. _— = 4 55, 000. 00 


OND NE 55 0c 5 act snes a eh ot ee eae ; wpalegntebek 202, 499.15 
Capital: al 
Subscriptions to capital stock. ........---.-.------- . 65, 226. 
Earned surplus o : dba Bs; ‘ a8 87, 331. 34 


22, 106. 34 


I I ii ad cde de a attics 5..iiidéthied s 270, 392. 81 


1 $120,000 charges to cost of goods sold on Fisher statements but included in inventory on company state- 
ment. Tax return filed for fiscal year ended Nov. 30, 1953, based on $120,000 inventory writeoff. 7 

2 Frank Brainard statcs that $120,000 charged off Nov. 30, 1953, included in inventory at Aug. 31, 1954. 
No amended tax return filed. . ¢ 

3 Loss for month of September 1954 in excess of $34,900. No physical inventory taken. 

4 Small profit ($92.99) for October 1954. Inventory questioned in light of applicant’s statement that sub- 
stantial loss was expected because of standstill in operations. b 

’ Mr. Brainard states there was no appreciable change in inventories between Oct. 31, and Nov. 24, 1954. 
Physical inventory revealed discrepancy of some $50,000. $117,917.89 added on dies, tools, supplies, and 
parts (not shown on any previous statements). _ 

‘Mr. Brainard submitted pro forma indicating some $10,000 in cash afier loan proceeds but additional 
liabilities incurred from Oet. 31, 1954, not listed. For the purposes of this statement only $5,000 in addi- 
tional liabilities to be paid out of loan proceeds are assumed. Some $27,000 due from subsidiaries and not 
now deemed collectible are included in ‘‘Other assets.” 


Mr. Davinson. I think up until now the committee may be under 
the impression that SBA did not notify Mr. Brainard that no dis- 
bursement would be made until the authorization was withdrawn on 
February 1. I think it is very important to call to the committee's 
attention, and I wish to submit four letters dated November 24, 1954, 
December 1, 1954, December 17, 1954, and February 2, 1955, in all 
cases addressed to Mr. Frank Brainard, president of Brainard Indus- 
tries, and the first three letters state unequivocally that no disburse- 
ment would be made under the loan and set forth the reasons therefor. 

The fourth letter, dated February 2, 1955, states that we will not 
disburse the loan and the authorization is being withdrawn in accord- 
ance with Mr. Brainard’s visit with Mr. Barnes in his office on Thurs- 
day, January 27, 1955. 
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Mr. Mutter. The four letters will be received and made a part of 
the record. 


(The four documents referred to follow :) 


NOvEMBER 24, 1954. 
Re: Docket No, L—120, 376-NY-R 
Mr. FRANK BRAINARD, 
President, Brainard Industries, Ine., 
Lindenhurst, N. Y. 


Dear Mr. Bratnarp: This is to advise you that after lengthy and extended 
consideration of the proposed loan to your corporation we have concluded that 
no disbursement can now be made for the following reasons : 

1. There has been a substantial adverse change in your financial condition. 

2. The fair value of the inventory has not been sufficiently well established to 
ascertain that your corporation will be in such sound condition as to assure 
continued operation. 

3. The form and content of financial statements as submitted have not been 
in accordance with requests. 

Very truly yours, 
J. Frederic BENEDICT, 
Reyional Director, Region JI. 


DECEMBER 1, 1954. 
Re: Docket No. L—120, 376—-NY-R. 
Mr. FRANK BRAINARD, 
President, Brainard Industries, Inc., 
Lindenhurst, Long Island, N. Y. 


Dear Mr. Bratnarp: This reaffirms the conclusions expressed in our letter of 
November 24, and my conversation with you yesterday, informing you that this 
Administration has decided the proposed loan to Brainard Industries, Inc., 
cannot be disbursed. 

After again carefully reviewing the data submitted, this conclusion has been 
reached for the following reasons: 

1. There has been a substantial adverse change in your financial condition. 

2. Overall unsatisfactory financial condition, including the lack of reasonable 
assurance of ability to repay the loan. 

We regret our inability to be of service to your company in this instance. 

Very truly yours, 
ALEXANDER M. Horner, 
Acting Regional Director, SBA, Region IT. 





DecEMBER 17, 1954. 
Mr. FRANK BRAINARD, 


President, Brainard Industries, Inc., 
Lindenhurst, Long Island, N. Y. 


Dear Sre: Thank you for your letter of November 15 with its enclosures. I 
should like to point out, however, the material submitted was not requested by 
me as stated in the first paragraph of your letter. 

We have again carefully reviewed the situation, and we regret to inform you 
the proposed loan to Brainard Industries, Inc., cannot be disbursed. 

This reaffirms the decision stated in our letters to you of November 24 and 
December 1. 

We believe there has been a substantial adverse change in the financial con- 
dition of your company, and therefore the loan will not be made. 

Very truly yours, 




















ALEXANDER M. Horner, 
Acting Regional Director. 


FEBRUARY 2, 1955. 





Mr. FRANK S. BRAINARD, 
President, Brainard Industries, Inc., 
Lindenhurst, Long Island, N. Y. 


Dear Mr. Brarnarp: Mr. Wendell B. Barnes, Administrator, has thoroughly 
reviewed with the staff of this office the application, figures, and other informa- 
tion concerning the Brainard Industries, Inc. loan. 
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We have also carefully considered the latest proposal as presefited in your 
letter of February 31, 1955. 


The conclusion has been reached that this loan cannot be disbursed without 
the Government assuming an undue risk. 


After considering all of the factors involved, we believe there is no reason for 
this Administration to change its decision to cancel the loan authorization. You 
were informed of the cancellation when you visited Mr. Barnes’ office in Washing- 
ton on last Thursday, January 27, 1955. 

We regret our inability to be of service to your company in this instance. 

Very truly yours, 
ALEXANDER M. Horner, Acting Director. 

Mr. Davinson. I have a letter here which Mr. Brainard has referred 
to as Western Electric’s guaranty. I can read it into the record or I 
can submit it. It is very short. 

Mr. Mutter. Is it an original document or a copy ? 

Mr. Davinson. It is a photostat of an original document. 

Mr. Moutrer. Is it an extra copy? Would your records still be com- 
plete if you leave this copy with us? 

Mr. Davinson. Yes, sir. 

Mr. Murer. Suppose you offer it and make it part of the record. 

Mr. Davipson. I wish to just call two points to the committee's at- 
tention. In the first place, this is a letter addressed to Mr. Frank S. 
Brainard, not the SBA. The body of the letter indicates that they 
would agree to enter into’'an arrangement. 

And the second point is that it is signed by a Mr. Dietrich, Works 
Purchasing Agent, and he may have the apparent authority, we do 
not know whether he has the actual authority of executing this letter. 

Mr. Murer. Well, has there been any request, prior to your cancel- 
ation of the authority, to the Western Electric Co. to execute an agree- 
ment in such form as SBA would consider proper and binding so as 
to be the basis of further action on the loan ¢ 

Mr. Davinson. The facts are these, Mr. Chairman. We were at- 
tempting, after the 24th, after the first letter, to try to find some way 
to disburse this loan. Someone in the office hit on the idea that we 
knew that Western Electric would not guarantee because why should 
they give the contract and also have to finance it. 

Mr. Muurer. Well, I think there has been testimony that they said 
they would not guarantee, they could not guarantee, one subcontractor 
without guaranteeing all subcontractors. I think there has been some 
such testimony here. 

Mr. Davipson. That is correct; but the crux of this was we tried to 
work out some agreement whereby Western Electric would agree to 
step in in event of default and purchase X dollars of inventory at the 
Brainard plant at that time. 

Mr. Mutrer. The point I make is this. This letter indicates they 
are willing to do that. Whether the man had authority to make that 
kind of commitment or not is not the important thing. The question 
is whether or not Western Electric was asked to execute a fore of 
guaranty by its proper office that would be satisfactory to SBA. 

Mr. Davinson. The answer to that is “No.” After we talked with 
Western Electric the morning of that letter we had a conversation with 
Mr. Harrington where we told him we could not go along with any 
agreement like that because we could not certify whether Mr. Brainard 
had a thousand dollars worth of inventory in his plant or $72,000, the 
amount of the first disbursement. That was the whole crux of the 
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thing. We did not know how much inventory Mr. Brainard had 
present in his plant, how much dollar value. 

Mr. Mvutrer. This letter of December 2, 1954 from Western Electric 
Co. and addressed to Frank S. Brainard, Jr., Brainard Industries, 
Inc., will be made a part of the record. 


WESTERN Etecrric Co., 


Kearny, N. J., December 2, 1954. 
Mr. FRANK S. BRAINARD, Jr., 


President, Brainard Industries, Inc., 
Lindenhurst, Long Island, N. Y. 


Dear Mr. Brarnarp: This confirms our understanding that if you obtain financ- 
ing from SBA so that you can continue operations, we would agree, in case you 
later have to discontinue operations, to buy from you the inventory of raw 
material, work in process, finished parts and purchased components which have 
been provided for the production of items covered by our current open orders at 
your incurred costs. 


Yours truly, 
W. F. Dierricu, Works Purchasing Agent, 


Mr. Davipson. This is an office memorandum to Mr. W. Norbert 
Engles, Deputy Administrator, from Alexander M. Horner, SBA, 
New York regional office, dated December 17, 1954, and this will fill 
the committee in on the action that Mr. Horner took in between the 
time he took over on November 30, 1954, and December 17, 1954. 

Mr. Mutrer. This is headed “Office Memorandum, United States 
Government, December 17, 1954, to W. Norbert Engles, from Alex- 
ander M. Horner. Subject: Brainard Industries, Inc.,” which will be 
made a part of the tecord. 

(The document refererd to follows :) 


OFFICE MEMORANDUM—UNITED STATES GOVERNMENT 


DECEMBER 17, 1954. 
To: W. Norbert Engles, Deputy Administrator, SBA, Washington, D. C. 
From: Alexander M. Horner, SBA, New York Regional] Office, A. M. H. 
Subject: Brainard Industries, Inc., L-120, 376-NY-R. 


Today, we again declined to disburse the Brainard InduStries, Inc., loan 
and there is attached herto, a copy of my letter to the company advising them 
of this decision. 

Mr. Frank Brainard returned from his recent trip to Washington on Tuesday, 
December 14, and came to this office directly from the airport. He deposited 
75 standby agreements aggregating approximately $125,547 which he said you had 
suggested he deliver to us. I told him he had previously received the authoriza- 
tion and it was up to him to meet its terms and conditions. Furthermore, it was 
necessary for him to conclusively prove to us that he could overcome the reasons 
set forth in our letters of declination dated November 24 and December 1, 1954, 
copies of which have been sent to you previously. 

Mr. Brainard was pleasant as well as agreeable and after only a few minutes 
in this office, he said he would write to us regarding the matter. My associate, 
Arthur Long, was present when I talked to Mr. Brainard. 

The following morning around noon, Mr. Brainard left with one of our secre- 
taries an envelope containing a letter dated December 15, enclosing various pro- 
jection work sheets, such as cash flow charts, material costs, and expense sched- 
ules. These were evidently prepared by Brainard himself and written in ink. 
The figures could have been easily pulled out of his hat, were entirely unsub- 
stantiated and proved nothing. It was precisely in line with the sort of thing 
he has been doing in the past; that is, he simply goes out and returns soon 
thereafter with new or additional projection work sheets which actually prove 
little or nothing. 

Mr. Looks, who is connected with the union at the Brainard plant, telephoned 
me on December 16. He said he had attempted to get hold of Mr. Brainard but 
couldn’t do so because the plant was closed. (We had previously found out the 
telephones had been disconnected because the company had not paid a past due 
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hill of some $1,200). However, Mr. Looks had talked to Mrs. Brainard who told 
him the loan would be disbursed by us on instructions from Washingfton on 
either Thursday the 16th or Friday the 17thfi Mr. Looks said further the com- 
pany was behind 3 weeks in their payroll. He also told me he understood the 
loan had been declined and merely called because of the information Mrs. Brain- 
ard had given him. 

On December 16, I talked to Mr. Arnold Lewis, attorney for the Brainard 
creditors committee. He had telephoned me the day before saying both Brainard 
and his attorney, Mr. Pinter, had informed him the loan was to be disbursed on 
instructions from Washington. Mr. Lewis informed Brainard he did not believe 
this and Brainard had answered, “Don’t worry, a telegram is on the way from 
Washington instructing the New York office to make the loan.” Mr. Lewis said 
to me, “What a salesman this fellow is” * * * “I issued an ultimatum to him 
as I don’t trust him one bit” * * * “The trouble is, he won't concede defeat” 
* * * “What an eternal salesman.” I was then informed by Mr. Lewis, that 
he, as attorney for the creditors committee had issued a third party order on 
Western Electric restraining them from paying Brainard approximately $17,000 
due on orders completed just before the Brainard plant closed down. Mr. Lewis 
also told me in confidence, and as he put it, “off the record”: “I was amazed 
you went as far as you did with him” * * * “I just couldn’t believe the Govy- 
ernment would go so far as to make Brainard a loan” * * * “You fellows were 
awfully nice to him but I don’t see how he got so much consideration” * * * 
“Tt is not a financing proposition” * * * “What he needs is private capital if 
he can get it” * * * “Many strange things have happened in this connection, I 
just can’t believe it and told Brainard I didn’t believe he could get a loan from 
any source.” Mr. Lewis also indicated this was the general opinion of the 
Brainard creditors. 

I later talked to Mr. Conover, credit supervisor, Western Electric Co., who told 
me it was necessary for him to check up on the Brainard situation from the 
credit angle as a matter of routine. During our conversation, Mr. Conover 
informed me he had attended one of the creditor’s meetings in October. He 
said, “My big problem is the supplier will give me one story and our purchasing 
department looks at it from a different angle because they have a job to do 
in procuring material and we have to check up on them” * * * “The situation 
did not look good at the time of the creditor’s meeting” * * * “Truthfully, we 
cannot see how SBA could make a loan and wondered how he could get such 
financing” * * * “We had to pull out our stuff, that is, tools from Brainard’s 
plant and give them to another manufacturer” * * * “We realized there was 
a precarious situation out there, although we could not lose much money be- 
cause we were not a creditor” * * * “Brainard told me some time ago he was 
going to Washington to get this loan” * * * “We stayed with him as long as 
we could but we could not go any further as the situation out there was very 
precarious” * * * “Brainard told everyone he had promises of business other 
than ours but I don’t think this business ever materialized” * * * “He needed 
more than our business to operate properly” * * * “From what we have heard, 
he had no business except from us” * * * “After the creditors committee we 
(those present) didn’t think it would work out” * * * “It would be a definite 
risk on your part if you had made a loan” * * * “TI realized the position you 
were in and understand why you could not make it” * * * “The biggest draw- 
back with Brainard is he has no investment in the business and you would 
have nothing to hang your hat on if you had made him the loan” * * * “Can he 
pull any more rabbits out of a hat as he is pretty good at that sort of thing” 
* * * “He knows where to go and seems to be able to get to the right people.” 

I also telephoned Mr. W. F. Dietrich, Western Electric Co. works, purchasing 
agent, who informed me, “We have no business with Brainard at all as the plant 
is closed down.” He further informed me the Western Electric Co. was now 
manufacturing this product themselves and, “Some other people are also making 
the product for us” * * * “Brainard had been telling us all along he was going 
to get a loan from you and has been asking us to reinstate our purchase orders” 
* * * “At one time he told us he had gotten the loan and asked us, as I said, 
to reinstate our purchase orders but I would not go for it” * * * “Until he can 
come in here ‘right’ and show me he can produce, I will not even talk to him” 
* * * “T don’t belong in this picture any more until he get his skirts clean” 
* * * IT asked Mr. Dietrich if he knew the Brainard Co. was in the hands of a 
creditors committee and he told me he had recently heard about this. I ques- 
tioned him about the statement printed on the back of the Western Electric Co. 
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purchase order which reads, “Either party may cancel this purchase order by 
notice in writing in the event the other becomes insolvent, adjudged bankrupt, 
makes an assignment for the benefit of creditors or files a petition of reorganiza- 
tion.” His answer was, “That is a legal matter I would have to put up to our 
attorneys, but no, I doubt very much if I would give them any business if they 
were in financial difficulties.” Mr. Dietrich then pointed out his company could 
not afford to do business with anyone who did not have ample capital to finance 
their operations. He also told me Brainard requested the letter of December 2 in 
which he stated that if Brainard could obtain financing in order to continue oper- 
ations, he would agree to buy the inventory. Mr. Dietrich said he wrote the 
letter for whatever it was worth but admitted, however, it had little value from 
a collateral angle if the loan had been made, 

Fred M. Fisher, CPA, original accountant for Brainard Industries, Inc., tele- 
phoned me to say he had received information from two different sources that 
the loan would be disbursed, according to statements made by Brainard to 
creditors. It was Mr. Fisher, by the way, who in talking to financial specialist, 
Harry G. Kraft, regarding another loan on November 24, caused us to originally 
doubt Brainard’s veracity. He told Mr. Kraft at that time, he did not like the 
“sharp tactics” of Brainard in having his secretary write us a letter dictated 
by Brainard in Fisher’s absence and talking her into signing his (Fisher’s) name 
to it. This was covered in our memorandum to you of December 7. To get back 
to my conversation with Mr. Fisher of December 16, he told me a Mr. Green of 
Tela-Metals Co., the owner of some dies in the Brainard plant had called there to 
take these dies out of the plant. According to Fisher, Robert Brainard told Mr. 
Green the loan would be disbursed on Thursday or Friday, stating these instruc- 
tions had come from Washington. Also, a Mr. Boger, an insurance man who 
handles the insurance for the owner of the Brainard plant, advised Mr. Fisher 
one of the Brainards informed him the loan would be disbursed on Thursday 
the 16th. It seems the Westmoreland Co. wants to move back into the plant as 
Brainard had broken his lease and “time was up” * * * Mr. Boger was in- 
formed by Brainard the matter of past due rent would be taken care of from 
the proceeds of our loan which they expected on December 16 or 17 at the 
latest. Messrs. Green and Boger had telephoned Mr. Fisher because they knew 
him as the accountant for Brainard and they were attempting to confirm Brain- 
ard’s statements through him. Mr. Fisher told me he advised Messrs. Boger 
and Green he did not believe the Brainard story as he understood the loan was 
a “dead duck.” Mr. Fisher mentioned he might also receive other inquires 
along this line from Brainard creditors. 

Mr. Camreta, of A. R. Purdy & Co., Lindenhurst, N. J., telephoned me and 
said his company had accepted orders from Brainard Industries during the first 
part of November for a quantity of aluminum sheets aggregating around $2,300 
in amount. In placting these orders, Brainard told the Purdy Co. that under a 
revolving credit with SBA we would pay all invoices in accordance with Docket 
No. L-120, 348-NY-R. (This is an earlier docket number.) According to Mr. 
Camreta, shipment was made by the Purdy Co. about November 16, 1954, and 
invoiced to Brainard on November 16. Mr. Camreta said he understood the 
Brainard plant had been closed down and he wanted advice from us as to when 
SBA would pay these invoices. 

On November 4, Mr. Benedict wrote to Mr. Rollins enclosing a memorandum 
of the same date by financial specialist, Ralph D. Williams, together with a memo- 
randum by financial specialist, Raymond J. Connolly, dated November 3. In 
addition thereto, we enclose herewith for your information a joint memorandum 
by Messrs. Connolly and Williams dated November 16 as well as one by Mr. 
Williams dated November 22, 1954. 

Mr. Ross D. Davis, acting regional counsel, is now preparing an opinion regard- 
ing the standby agreements for the General Counsel, Mr. Edward Schoen, Jr. 
When completed, Mr. Davis will send a copy of this memorandum directly to you. 

In view of the fact that Brainard Industries is now out of business, coupled 
with the unfavorable information we have obtained on the subject, and our 


three letters declining to disburse the proceeds, we recommend that the author- 
ization be eanceled. 
Enclosures. 
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DECEMBER 17, 1954. 
Mr. FRANK BRAINAKRD, 


President, Brainard Industries, Inc., , 
Lindenhurst, Long Island, N. Y. 


Dear Sm: Thank you for your letter of November 15 with its enclosures. 
I should like to point out, however, the materiai submitted was not requested 
by me as stated in the first paragraph of your letter. 

We have again carefully reviewed the situation, and we regret to inform you 
the proposed loan to Brainard Industries, Inc., cannot be disbursed. 

This reaffirms the decision stated in our letters to you of November 24 and 
December 1. 

We believe there has been a substantial adverse change in the financial condi- 
tion of your company and therefore the loan will not be made. 

Very truly yours, 
ALEXANDER M. HORNER, 
Acting Regional Director, 


Mr. Davinson. This is the authorization in this case which sets 
forth the conditions for the loan. 

Mr. Mutrer. This is headed “United States Government, Small 
Business Administration, Washington 25, D. C., Authorization,” and 
rubber-stamped “Received October 21, 1954, SBA, New York,” and 
will be made part of the record. 

(The document referred to follows :) 


UNITED STATES GOVERN MENT 
SMALL BUSINESS ADMINISTRATION 
WASHINGTON 25, D. C. 


AUTHORIZATION 


There is hereby authorized a Loan by this Administration (pursuant to sec. 
207 (a) of the Small Business Act of 1953) to Brainard Industries, Inc., Linden- 
hurst, Long Island, New York (hereinafter called “Borrower”), on Borrower's 
Application dated September 20, 1954, Docket No. L-120,376-NY-R, in the amount 
and on the conditions as follows: 

1. Amount: Eighty-five thousand dollars ($85,000). 

2. Note Payable: May 1,.1955, with interest at the rate of six percent (6%) 
per annum, and principal and interest payable May 1, 1955. 

38. Collateral: Assignment of all monies due or to become due to Borrower under 
the following purchase orders issued by Western Electric Company in the amount 
set forth opposite each respective enumerated purchase order : 


Purchase order Amount 


$7, 202. 79 

, OAS. 95 

, 745. 50 

, OST. 56 

UA-5593 3, 432. 50 
U5-9506A a 2, 575. 00 
Rework (SO—-D-64183) * 3, 717. 00 
, 460. 66 

968. 88 

301. 35 

, 623. 60 

U5-9705 eee 6, 310. 00 


4. Guaranty on SBA Form 148 of Frank 8. Brainard, Jr., and Robert P. 
Brainard, 

5. Use of Proceeds of Loan: Solely for operating expenses of Borrower in cou- 
nection with the purchase orders referred to in paragraph 3 hereof. 

6. Total annual compensation of all officers and directors of Borrower to be 
limited as follows: 


Gilbert Tarr, Vice President 
Robert P. Brainard 
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No compensation shall be paid to any other officer or director of Borrower. 

7. Fixed Asset Limitation of $5,000. 

8. Financial Statement commencing October 31, 1954, and monthly thereafter. 

9. All monies received by this Administration pursuant to the assignment 
referred to in paragraph 3 hereof shall be held by this Administration as cash 
collateral for the Note in an account without interest. Fifty percent (50%) 
of said amounts received shall upon receipt be applied upon the principal and 
interest of the Note with the further provision that each said payment shall be 
applied by the payee of the Note first to interest owing on the Note to date of 
receipt of said payment and the balance, if any, to the principal of the Note. 
The balance of said cash collateral may, in the sole discretion of Regional Direc- 
tor, (i) be applied in payment of, or on account of the indebtedness, or any part, 
thereof owing on the Note, or (ii) be released to Borrower, provided that the 
incompleted and unpaid balance of such assigned purchase orders are at least 
150% of the outstanding balance of the Loan. 

10. Standby Agreements of trade creditors of Borrower on SBA Form 139 
covering an amount not less than $123,000 of Borrower’s total indebtedness to 
them ; provided, however, that such Standby Agreements are hereby modified to 
provide that Borrower shall make monthly payments not in excess of $6,000 in the 
aggregate, commencing in December 1954, on account of that part of its total 
indebtedness which is covered by said Standby Agreements, so long as Borrower 
is not in default under the terms of the Note or any other agreement made in 
connection with the Loan. 

11. Agreement of Borrower satisfactory to Regional Director that until pay- 
ment in full of the indebtedness evidenced by the Note Borrower will immediately 
notify Regional Director in writing of the happening of any of the following 
events with respect to the purchase orders referred to in paragraph 3 hereof: 

(a) Modification of any provision thereof which would decrease the 
amount of all monies due and to become due under the said purchase orders, 
or otherwise substantially affect said purchase orders. 

(bv) Termination thereof in whole or in part. 

(c) Failure of either party thereto to perform any of its obligations 
thereunder. 

(d) Rejection of any article delivered by Borrower in the performance 
thereof. 

12. Prior to the first disbursement on account of the Loan, Regional Director 
shall be in receipt of evidence satisfactory to him that the indebtedness of 
Borrower on account of fees to consultants on loan from Brainard International 
Company in the amount of $63,000 shall be capitalized by the issuance therefor of 
shares of capital stock of Borrower, with respect to each of which shares there 

| is no agreement whatever for the repurchase by Borrower of said share or the 
payment of any dividend thereon. 

13. Disbursement of the Loan shall be made from time to time in the discre- 
tion of Regional Director against all the aforesaid collateral upon receipt of a 
certification by a representative of this Administration appointed by Regional 
Director that the disbursement then to be made is needed and will be used by 
Borrower solely for the purpose set forth in paragraph 5 hereof. 

14. Prior to the first disbursement, and to each subsequent disbursement on 
account of the Loan, Regional Director shall be in receipt of evidence satisfactory 
to him in his sole discretion, that there has been no adverse change since the 
date of the Application, or since any of the preceding disbursements, or that 
since the date of such Application or of any such disbursement, no facts or cir- 
cumstances have become known or have arisen with respect to the organization, 
operations, business prospects, fixed or other property, personnel, or in the finan- 
cial or any other condition of the Borrower, which would warrant withholding 
or not making any such disbursement or any further disbursement. 

15. Such other conditions as Regional Director or Regional Counsel may im- 
pose pursuant to outstanding general requirements and instructions of this 
Administration. 

16. Loan to be disbursed through the Regional Office of this Administration at 
New York, New York, in accordance with the foregoing requirements and the 
applicable general requirements and instructions of this Administration, pro- 
vided that no disbursement shall be made later than four months from the date 
of this Authorization. 

The foregoing Authorization was duly approved by the Small Business Admin- 
istration on October 13, 1954. 








WENDELL B. BARNES, 
Administrator, Small Business Administration. 
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Mr. Davison. This is a copy of the application for loan submitted 
by Brainard Industries on September 20, 1954, and we offer it just to 
show that Mr. Brainard executed this. Mr. Frank S. Brainard 
executed the application and it was attested to by Mr. Robert P. 
Brainard, secretary. 

Mr. Mutter. This is headed “United States of America, Sma! 
Business Administration, Application for Loan,” and is rubber- 
stamped “Received September 21, 1954, SBA, New York,” and is the 
application for loan of Brainard Industries, Inc. It will be re- 
ceived and made part of the record. 

(The document referred to follows :) 


62408—55——22 





332 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


gener scams 
Metal fabrication oe 


ARCO NEON 8 MO SANS IRR A oe own 
2. URPOEES OF LOAR i sat Rn eens tte een ee dec eatong, oo Che ens bert the eesteatic am peneen thee elit pen ede wail tec gue t? 


shies money is to be used for working capital and is actually « replacement of the cash used 
of material, parts, etc,, and for labor and overhead, expended, or to be 


in the purchase 
expended, iaeeciateily on Signal Corps contracts for which we are a subcontractor to Western 
Blectric Company. 


PARTE oF EI SOUT RE: 


 Weterial, labor end overhead — 


: ttn te a ee TG Tense eons erent hres eanaecne : LF dou 200.20 owouageo sconteenammmaaiions 
& PROPORRD seer HOD FOR WEPAYRRAT OF LOAN (Sate sources Wf Kini aind promonet schedule of rapapmmmes): 
‘The repayment of the loan will be made from receipts Novel yeh free tee Peers Pacts 


eee, = fe ene 


aaoue Ganesan 


<> 
npc ota ey 
e (in SRA files you will find « letter fren 


Se sa Ss oe 
oak HLaATSs ie . ict sonia weir 


: ~ a mannan si amas 
E CIR SG ARRAN CORN RETEST. EROS 
PHBE OF 4 ; 


me 


(com Tmseetions perrictoee ae ain ene iain 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 333 


+ i) REPLOV MENT ce ee CE Ue 
Rene Pee renee 
ee s geo? : 


a 


Reverse 5 Treen, RE ae eee estimate the bee patie for aoabl erealt 2 the eho: emt seetepenent 
Pea neces 


a 
(b> SURGEDEARRS AMID APPILIATR 


Laat oe ae shia apd net thie maccnen ones eb kale eR Setinms het CLE OR EOE ge gee Re RYE RPE me whe ke sppboens 
Debts 6 ruintretting (heer pet meee dy a teqody ) x Cem ood a OE Gece 1S ty eee et Dy tel ee Rey <4 there eth rhe 
eect, Phe arpheent stetd commen Be oolly neacerteng hee rah cediptamnainig: beter es Mle enh eee me D wovlevetinees ot ellitaren, Fame mel of ther apyk am Rew 
fe ctor teary ne eithete a ahetmmond te thie wtbere eB Se coat 


ot PORCHARE AMT) SAL8S RELATIONS Wilh OTHERS 


eee 2 re ee ee ee tot. Benge when eheiien ot perce oF Me age eet bar 5 soetametedt 
tostaront? : > 


Yo aekert @ Oe ne AE ety PER, TRE, MRE on. wet poothenee WE RaseN ners Sok aher® 


SAT EAL OFF OEE OY AEF LE ANT. So SEQ RESY Fe 


Cceteg iat tat aed Of eoteare: Ged a 


APORASAS DH [en Capnbated Sg HEME 


mt 


: 
: 


cman Seater Att tnt eaten ers NaRimanNIe Coe. a oe ceed 2 


8. AB ADDITIONAL SECURITY. PAYMENT OF THE LOAN WILL GE GUARANTEED HY 


NET ORTH GUTSIDE 
AMS AND ADDACSS OF GUARANTORS 
(Signed Srearceal saree i ralk pomnantan smuat he fucetahed WRK ime ppytiewne Amie ant Coane 


Si s 
Framk S. Brainard, Jr., 2h6 Palm Street, Yartford, Conn, 
Robert P. Brainard, 152 South 15 Street, Lindenhurst, 1.7., N.Y. 


hone 


ee 


hone 


RE! BENET 


an 


SOROS oe RR Re ai ce ean IMR eI 


5 ae ale 








334 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


1 PREVIOUS QOVEREMMEIET FEMAICTIG (List seeter: 00 reveired wy requested and refused im past five rears ~! ons pending appliestions) : 4 2 
seiseesiaenctina re sie aisiasnn “cami toe tee se align 
RAME OF AGENCY Ca SEPALS TMNT ' Mia Meee Dee j Wim: 

—_—— ——— “ ees momenta <n Se een nine cote wins e a ame 
j 
None ; 
i 
; 


ik: sna haben ben annennaabctapaitaatilliaddeitinia ph: 
Rss. 


iinecciteepte saint inns Sin on tie 
ee: 











PME OREOREBNE LOURBRDEL CARR NEN. reac a baie 
A romanctas staremucr as or Angust RD, ere November 30 
Ctarement cowst be datad within 6 days of the Aiiag of thus applicetion Ore $005 . 


The appticans mas submit in tiew al the Roencel statement prescahert hetow. 9 copy of hin cogularts prepared Bnancal siarenen sai aninnacd 
sie Gilad of the apalcetinn mrersin’ te atm nape Hee smaptpmsntnty detnd went Stee TNE aentbed nh Gn genet 






























ener secicsebaatonseek os Lgieciasiieapinninsci 
aseers : ATs 
—Sae attached Renee! Be pee ee Bcc netinceac 
iced eine seocuisiabasieosoes 
AEH OM HAD AND OF RARE t Wicstbictenn tote ES PRTAMLE FOR Me RC ONE ‘ sebilbicnescossahsstiecoasien: 
_ MATES seca RSE Ds Rsisnshasteveeninecace ES PAOGLE 12 ANS, pisrsiawesin 
ACCOUNTS MECEIORIRE Mie ARNE TO QMICENS, CAMEL Toma. MaRS PC Re DS Fides cscs 
LESS RESERVE POR KOU fia ACTOUNTS dinincientssas i. | Ks +0 ee ize 2s 
ECENT SMES {Hone ombaend) i BERT, PONS FO ROMAN a 3 
FR DAD ; Bee eo RE REMORSE BE ARE. $y 
ok mmo  . S. FS inate wee $ 
nae eaten : ‘hidicminmbccansestbioiiiiismcmnsinad CMaemaa: ..: 
Soren ComneNT ASHER Ne a ce nd Mon Cita Gamers > 
Toren CoaeteT ASSETS ‘ ¢ Ties imental sas - wt 
HA PRN APPRISED OF SOIR FS 
1 PRON ORPICNS, nimECTORS. Ano sMbcaiioLoene * : 
LPR MRAM Orgy) : 
aRD so. 
monomes, ee 
SACLE AD CLEMENT 
PURRIT ORT AND PETURES. ‘ 
Quon cube ak, SECT 4 - 
LESS REE RUE FOR DEPRECIATION, SS A ORS HS ener mmenatieen annette ene ne 
| SOTA ABeETS f eoeeinic FRR, ROCCE Re sles se saga is cst issih ace i 
tora, aesrrs ds cieapiccn tee sees $8 ean ttts pn Bey rr 3 
se tent oS ewe wiarbel sock en asterek. atx ee the Galt mt 
sommes c aor ay. 


ae ee eae ca 





cme arene te ne na abana 








tiimansanttendtenssanowasitansseteets: «eatin: acini tics gmat iamnetiegamniers staan groan soocaAbgop amma Ne Xone apeepace mata ee Ime eatin 


bitin ne 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 335 


gunnet end canent companion, Gantt tallow: (eomplose alt extemnae). a i ee 
oe Inatere +) cm acces of $7500. (2) Pree .ergeet morthattar am othermar tated (emerson aif coheinat doompt 


Aenean ty ecaesveyretbeere te See 


OFFICE MELD Te } te To. aie ER 


oF i + Siicanad Piinennenpenrscen 


— 


t 


‘ 


eA A ON Oe SN Ne, RN aR Re AI Oe ARMCHAIR. SHER. wlhicsctmnses <1 Sais daeseneaguabiteceeet 

u MAMES OF ATTCREEYR, ACCOMATTANTS AND OWEN PANTING The meses of off atti ne ss Bcenuatante, sper aerre agente. and afl other partion (whether 
todiwthaals, pestmershipe, emearietinns of cor paretions) engege! by of co behalf of the apphcemt (whe:her on s emtary retacner ot fee bees aor! regerdleas of the amommt of 
comupenaation) foe (he gurpane of remdeeag prokemmonal m atbec eerviace af 2, aetere whatever to appli ent. @ coMamction HT the erntiretiom or with ewy lowe to epplonnt 
which BHA may comke. ow in which SBA mer participate oa 8 comslt of thie applicateon oF Fac The coir puee of empediteag thee ayy vation ~~ puch loc @ perbewpetion and al 
fem oF uther chan yes os coe peuset iam paid oF te the wand therefor whether on cuary wm ether oromerty of aay bead whatever, b; « for (he eorcum of Une eppticent, cagether 
with « teacriptinn of such sarviere rendered or ta be cealeret, ace ae futhows 


ssibeliin ot len staan cebcee Die Keene pee ieee ate hei cies 


sh ieee ages: aaheineinamaneit neem 


compensarion 
roe saio RESP 


assay Scie | echt iS oe > 


@.. 


: 


: 
} i 
RPPLICANT SHOULD 1MMEDIATE! ¥ HOTIF © SE OF SIE CE 18 Ce Ane ft} ThE INPORMA TL os rant tat 
Ce IRON EEC", * LOO L PO  ATIT - - senna re eR coe we ~ Tet ohare coal 
1, NAMES OF ANY SBA ADVISORY BOARD MEMAERS whe heve Sie thank o> belleeek. Reentiink See cnusitais te tashak inicshs cinaienl tm soctects 05 
Rnetoint tnteenet te aay athe Peete ntier oF Grace MON SHEE: “ay connect WUE Caee: omy 


ae 
| 


MAME ANT: AOOMESS { INTEREST OC APPLICANT 


+ Seta nna ind ar are h mca 


. 
OM ALL ANE SC IEE Y LOLOL He IE EE LAE SS AB OL HE ener, Te ae * ae a 
13 AGREEMENT ON NONEMPLOYMENT OF SBA PERSONNEL. 10 conenteratian af the making by BBA cine deh Se st hive tia eh epee tat ts 
application, eppticant hereby ogre with HRA thet eppicent wii aot, fore peared of two yours aMer dabureement by HRA 0 appt cast of wid Keen or oay part Chere! em 
ploy oe Lender aay offer or emptoyaeet te, at retetn for proleeetonel services, any permon Whe. ou the date of such Guburwpeneat, or within ome pray peter to anid Gee, (a) dealt 
Dawe served us en files attorney, agemt, ar employer of GRA end (b) as wach. shall have gnaupies » powition or engaged ie acttyition which thet have tevermamed, or 


Se ee ee ee eee ae Act wl 1959. or weit Act as it aimy be savended trom mme to thie. 
Re RE ER LOL LLL, LLL LS TTT, 


16, CRETIFICATION. The undevsigaed applicant herety certifies so SIDA that aif me oe jatormarion ees ‘carch cn thie euplication amd \e <i auiittte next 
donumens whe wted with or oe ronaection with Che eppticetion, ame, to Me tral we acs) cornet oad are mulew rte! for (he par poms of 
were ma te grant 2 lan or ws prtiipse han ty = bese tte ting sengutan © apgmener 


aad inh nha a a a meee PRN EEO RS OR AAS hh A A AIR, 


Whaever maser any statement knowing it to be fale, of wharves wtifisth owerveluen any emrarty. fw tne rumen of obteumeg for humaelf or fox amy apph.ers any loam, 
of catemalon thereof by stews! determent of ection of ctherwten. or rhe pceegtamer, relener, oF subetinunon of erccrtty theretoe, at for the purpoer af tammy ho muy way the 
ection of the BRA, oF for the parpee of obtaining aeney, property, o: anything of «atue, ender the Boll Puwianes Act of 1053 shall te pumithed hy @ fine of aot mare chem 
$5.000 oF by impriccnmment for Ret mors thes two years, or hot. 

LLL IEE IOOIIOC ELI OOD a IIR ee NONRORCRRERRS Renee rmmie oa- noe LLL EL COC, 
PRE A OF & Ce ee 








336 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


Mr. Mutter. I think, in view of the length of many of these docu- 
ments, the reporter will not copy them into the stenographic record 
and the staff will decide later, subject to review by the committee, as 
to what part of it will appear in the printed record. I think many 
of them can be very briefly excerpted and referred to rather than 
being set forth in full. 

Mr. Rrestman. Referred to and kept in the committee files as a 
reference. 

Mr. Mutter. Yes, sir. 

Mr. Davison. The next document I would like to offer is the 
standby agreement on SBA Form 139. I think the chairman com- 
mented about the fact whether or not acknowledgements were re- 
quired on these documents. I would like to read the bottom note to 
this agreement, and I think it is self-explanatory: 

This standby agreement (a) should be executed, and witnessed or acknowl- 
edged, ali in a manner satisfactory to counsel for the SBA regional or other 
office handling the loan; and (b) may contain such further provisions as such 
counsel or the SBA regional director deems advisable or necessary. 

Now, in reference to the standby agreements, before this Fisher 
incident Mr. Lewis and Mr. Brainard both explained to us that this 
large number of creditors were located all over the United States 
and they made two specific requests. One Mr. Lewis said: 

I doubt very much if a creditor who has to sign such a document as this 
would want to go to further trouble or have to go to a bank or notary public 
to get an acknowledgement. 

In view of that, it was our decision, and I repeat this was before 
we had any reason to doubt Mr. Brainard, we waived that and 
said it would be sufficient if the standby agreement was witnessed. 
The other reason for that was that this authorization, as it indicates, 
was a loan to help Mr. Brainard process Government contracts and 
time was of the essence. It was our considered opinion at that time 
= that would be sufficient. We were willing to take the business 
risk. 

Mr. Mutrer. If it was witnessed instead of acknowledged ? 

Mr. Davinson. That is right. 

Mr. Muurer. Well, the note says specifically it may be either wit- 
nessed or acknowledged. 

Mr. Davinson. But I think the chairman wondered why we did not 
have acknowledgements in every case where we actually—— 

Mr. Mutter. I did not raise any point about there being acknow!l- 
edgements. I raised the point that there must be some evidence indi- 
cated on the document itself as to who the signatory was, whether it 
was the owner of the business, a partner in the business or an author- 
ized officer. Now prima facie evidence indicating that John Jones 
signs as secretary and he indicates “Secretary,” would be sufficient ; 
but just signing “John Jones” for a firm name or a corporate name 
would not be sufficient. That is the point I raised. did not go 
into the question of acknowledgment or witnessing as one against the 
other. Of course acknowledgment is much more satisfactory, but the 
witnessing as indicated here obviously, from the experiences of 


the loan officers; they have decided in their judgment that would be 
sufficient. 
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The fault to be found, if any, with reference to the handling of 
standby agreements is that they should have been examined long 
before the closing because you cannot possibly close a loan of this 
kind with a great number of standby agreements coming in from all 
over the country and then, for the first time at the closing of the 
loan, look them over and hand them back to the attorney or to the 
borrower and say, “This is bad, that is bad; get them corrected.” 
That should all be done long before the closing date, in my opinion. 

This form 139 will be received for the record. 

(The document referred to follows :) 


STANDBY AGREEMENT 


To induce Small Business Administration (hereinafter called SBA) to make, 

and in consideration of the making by SBA of, all or any part of the loan (herein- 
after called Loan), authorized to be made to 
(hereinafter called Borrower), by Authorization of SBA dated _ 
195__, and any and all amendments and modifications thereof, heretofore and 
hereafter made (which Authorization, amendments, and modifications are here- 
inafter collectively called Authorization). Borrower, 
(hereinafter called Standby Creditor), and each endorser, guarantor, and surety 
with respect to the Claim (as Claim is hereinafter defined) who is a party 
hereto (hereinafter called Secondary Obligors), hereby severally represent, war- 
rant and covenant to and with each other, and to and with SBA, as follows: 

1. There is owing by Borrower to Standby Creditor the amount of —____--~ 

Dollars ($ ) without interest* 
with interest at the rate of per cent per annum from 
(which amount and all interest, if any, now and hereafter owing thereon, are in 
this Agreement collectively called Claim). The Claim is not evidenced by any 
promissory note, bond or other written obligation of any kind whatever except 

A true and correct copy of each such note, bond, 
or other written obligation (if any), is annexed hereto and made a part hereof. 
The name of each endorser, guarantor, and surety (if any), liable upon the 
Claim,.OF S03 part thereat, 16 OS TOMOWE S| 6s oa ee ecm eee nse 

2. Without the prior written consent of SBA, Standby Creditor and the Sec- 
ondary Obligors will take no action (a) to assert, collect, or enforce all, or any 
part of, the Claim, except amounts which Standby Creditor is permitted to 
receive and retain pursuant to the Authorization; or ()) to realize upon any 
collateral for the Claim, except collateral specified in, and permitted to be real- 
ized upon by, the Authorization, and except collateral given prior to the date of 
Borrower’s application for the Loan, provided that no action shall be taken to 
realize on any collateral, the lien on which Standby Creditor is required by the 
Authorization to subordinate to the lien of the mortgage securing the Note of 
Borrower (hereinafter called Note) executed pursuant to the Authorization. 

3. Standby Creditor and the Secondary Obligors will promptly pay to SBA 
(unless the Authorization provides otherwise) all amounts which may be re- 
ceived by them or any of them on account of the Claim, except that there need 
not be paid to SBA any proceeds of collateral, realization upon which is per- 
mitted by the preceding Section 2 (b) hereof, or such amounts, if any, as Standby 
Creditor may be entitled to receive and retain pursuant to the Authorization, or 
such amounts, if any, as shall be paid to Standby Creditor on account of the 
Claim by the Secondary Obligors, or any of them, who have executed this 
Standby Agreement. 

4. Borrower will not (unless the Authorization provides otherwise) pay the 
umount of, or any amount on account of, or give any collateral as security for, 
the Claim, to Standby Creditor, or to the Secondary Obligors, or any of them, 
except the proceeds of the collateral, if any, realization upon which is permitted 
by the preceding Section 2 (b) hereof and except such amounts, if any, as the 
Authorization may permit Borrower to pay to Standby Creditor. 

5. Standby Creditor will deliver to Borrower for stamping, and Borrower will 
stamp or otherwise mark, each note and each other instrument, negotiable or 


*Strike out whichever words pertaining to interest are inapplicable. 
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otherwise, evidencing the Claim with a legend either (@) setting forth in sub- 
stance the terms of this Standby Agreement, or ()) stating that such note or 
other instrument, and all rights represented thereby, are subject to all the terms 
and conditions of this Standby Agreement (which Agreement shall be identified 
by date and names of parties, or otherwise, to the satisfaction of the Counsel of 
the Regional Office of SBA handling the Loan), and that Borrower will not 
execute or deliver, upon renewal of any such note or instrument, or in substitu- 
tion therefor, or otherwise, any new note or other instrument, except with 
identical terms (other than date and maturity) and stamped with such legend. 

6. In the event Standby Creditor and Borrower are required by the terms of 
this Standby Agreement to take the action contemplated by the preceding Section 
5 hereof, Borrower will deliver, to the Regional Director of the Regional Office 
of SBA handling the Loan, prior to the first disbursement on account of the Loan, 
as a supplement to this Standby Agreement, evidence satisfactory to said Re- 
gional Director of compliance with the provisions of said Section 5. 

7. In the event of the commencement of any bankruptcy, receivership, dissolu- 
tion, or liquidation proceedings of Borrower, this Standby Agreement shall there- 
upon constitute an assignment to SBA of all rights of Standby Creditor and the 
Secondary Obligors in and to the claim and to all distributions with respect to 
the Claim, and such distributions shall be paid to SBA. 

8. Standby Creditor and the Secondary Obligors shall forthwith release and 
deliver to Borrower all collateral upon which realization is not permitted by 
the preceding Section 2 (6) hereof, and, if the collateral is held by a party who 
is not a party to this Standby Agreement, will forthwith direct and require such 
party to release and deliver all such collateral to Borrower. 

9. This Standby Agreement and all obligations hereunder or with respect 
hereto, of Borrower, Standby Creditor, and the Secondary Obligors, shall con- 
tinue in full force and effect until payment in full of the indebtedness evidenced 
by the Note, notwithstanding any action which SBA, or Borrower, or others, 
with the consent of SBA, may take or refrain from taking with respect to such 
indebtedness, or the Note, or any collateral or subcollateral therefer, or any 
agreement or agreements (including guaranties) executed in connection there- 
with, or any collateral given to secure the performance of any such agreement or 
agreements. Standby Creditor and the Secondary Obligors hereby grant to 
SBA full power, in its uncontrolled discretion and without notice to them, to deal 
in any manner with the indebtedness evidenced by the Note and the collateral 
therefor, including, but without limiting the generality of the foregoing, the 
following powers: 

(a) To modify or otherwise change any terms of all or any part of the 
Loan or the rate of interest thereon (but not to increase the principal 
amount of the Note except as provided therein, nor the interest rate borne 
by the Note), to grant any extension or renewal thereof and any other in- 
dulgence with respect thereto, and to effect any release, compromise or 
settlement with respect thereto. 

(b) To enter into any agreement of forbearance with respect to all or 
any part of the indebtedness evidenced by the Note, or with respect to all 
or any part of the collateral securing the Note, and to change the terms of 
any such agreement. 

(c) To forbear from calling for additional collateral to secure the Note 
or to secure any obligation comprised in the collateral securing the Note. 

(d@) To consent to the substitution, exchange, or release of all or any part 
of the collateral securing the Note, whether or not the collateral, if any, 
received by SBA upon any such substitution, exchange, or release shall be 
of the same or a different character or value than the collateral surrendered 
by SBA. 

(e) To forbear from realizing on any or all of the collateral securing the 
Note as in its uncontrolled discretion SBA may deem proper. 

The obligations of Standby Creditor and the Secondary Obligors hereunder 
shall not be released, discharged, or in any way affected, nor shall Standby 
Creditor or the Secondary Obligors have any rights or recourse against SBA by 
reason of any action SBA may take or omit to take under the foregoing powers. 
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10. The failure of any party, whether or not named or otherwise referred to 
as a party hereto, to sign or become obligated under this Standby Agreement, 
shall not release or affect the liability of any party signatory hereto. 

Dated, this day of 


(Guarantors, Endorsers, Sureties) 


Note.—This Standby Agreement (@) should be executed, and witnessed or acknowledged, 
all in a manner satisfactory to Counse! for the SBA Regional or other office handling the 
Loan; and (b) may contain such further provisions as such Counsel or the SBA Regional 
Director deems advisable or necessary. 


Mr. Davinson. Just for the information of the committee I would 
like to submit a copy of our closing schedule which sets forth the 
requirements that would tie in with the authorization and what our 
legal requirements are in accordance with the authorization. 

Mr. Roosevetr. Mr. Chairman, I would appreciate it if every mem- 
ber of the committee would have a copy of that. Would that be 
possible ? 

Mr. Davipson. Yes, sir. 

Mr. Mutter. You will supply us with enough copies of your closing 
schedule so that each member of the full committee may have one, 


This will not be made part of the record but will be received by the 
committee for its use. 

Mr. Davinson. Mr. Chairman, Mr. Benedict would now like to make 
a statement. 


STATEMENT OF J. FREDRICK BENEDICT, REGIONAL DIRECTOR, 
SMALL BUSINESS ADMINISTRATION, NEW YORK 


Mr. Benepicr. Mr. Chairman, members of the committee: I shall 
try to make this as brief as possible because I realize it has taken more 
time than you people feel you can afford upon it with the number of 
things you have before you, but I do feel under the circumstances that 
because my name has been involved, and involved seriously, as far as I 
am concerned, that I might take the liberty of encroaching on your 
time and give you a picture, as far as it stands, of my personal rela- 
tionship with the Brainard matter. 

The application of Brainard Industries, Inc., was received in the 
New York regional office on September 21; the application date was 
September 20. This, however, does not reflect the first occasion upon 
which I had tried to be of service to Mr. Brainard in connection with 
his business activities. He had presented to me previously his finan- 
cial problems and I had tried to be helpful in assisting him form a 
conclusion upon which he could pattern his efforts to obtain financial 
assistance. My first reaction had been one in which I felt that equity 
capital was the first and paramount need of his business enterprise. 
This attitude I consistently maintained. 
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He first interrogated our office in regard to a possible long-term loan 
for permanent capital. I, of course, referred this to a financial spe- 
cialist but had in addition, not only reviewed it with the financial 
specialist and Chief of the Financial Assistance Division, who at that 
time was Mr. David J. Duggan, but with Mr. Brainard as well. Al- 
though in this instance, as in the case of all applicants for loans, I 
indicated that it was entirely his prerogative to either submit the 
application or not, I did say that, based upon our analysis, the financial 
position of the company was such that the application did not seem to 
possess sufficient earnings and collateral position to ‘egg his making 
application. Upon reviewing these facts with Mr. Brainard, he 
decided voluntarily that the submission of an application would be 
useless and perhaps undesirable. He subsequently reviewed with me 
on a number of occasions the problems of his company and asked my 
advice relative to the program they should follow. I again stressed 
the necessity of equity capital and with it, provided this could be 
obtained in an amount sufficient to meet his needs, a very junior credit 
situation that would permit a long-term utilization of funds. Mr. 
Brainard tried repeatedly and wholeheartedly, I am sure, to obtain 
such funds but was unable to do so. He then tried to interest a bank 
in supplying funds, either junior to or in cooperation with a possible 
SBA loan, feeling it might relieve the critical situation in his financial 
picture. My recollection of the amount named in these discussions 
was in the neighborhood of $250,000 to $300,000. Mr. Brainard, after 
repeated attempts, was unsuccessful in obtaining either direct borrow- 
ing from a bank or locating a bank who would submit an application 
‘to SBA for a participating loan. Asa last resort he came to me to see 
if an application to the SBA for a direct loan based upon contract 
assignment of Western Electric contracts might be a possibility. I 
explained that this would be difficult because of his financial position 
but said that we would be glad to give his request every consideration. 

Consequently on September 21 we received the application of 
Brainard Industries for a loan reportedly at $100,000 for the handling 
of various Western Electric contracts which he already had or which, 
in one major case, he could obtain provided we advanced the money 
to cover the contract. Under sore circumstances, with the financial 

osition of Brainard Industries, I do not believe this would have been 
easible. However, in this instance, since Brainard Industries, ac- 
cording to the figures submitted to me by Mr. Brainard, at which 
time I had no occasion to question them, showed that the business had 
already expended money on these contracts in the neighborhood of 
$75,000. I felt that a contract assignment of the Western Electric 
contracts might permit the SBA to advance him funds for the cost 
of material, faber. and overhead expense already entertained, thereby 
allowing Brainard Industries to relieve themselves of the current 
critical financial straits in which they were placed and at the same 
time provide reasonable assurance of repayment to the Government 
with the fulfillment of these contracts. The application, which was 
received, as previously indicated, on September 21, was assigned to 
Mr. Raymond J. Connolly, the senior financial specialist within Mr. 
A. M. Horner’s financial assistance division of my office. We well 
realized that to provide assistance to Brainard Industries speed was 
essential. Normal processing time would be from 2 weeks to a month. 
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In this instance Mr. Connolly, by working day and night, completed 
a 9-page, single spaced, a report on September 24th—just 
3 days. Mr. Brainard told me that he had already talked to our 
Washington office personnel and that he was particularly anxious to 
see that our report was sent to Washington immediately regardless 
of our opinion of it. 

Mr. Connolly’s report, after careful review by him, was unfavorable 
and he recommended that the loan be declined. 

Mr. Horner, the chief financial specialist, and I, forwarded the 
report to Washington, at Mr. Brainard’s insistence, that. very day, 
Friday, September 24, indicating that because of insufficient time to 
carefully review it we concurred in the examiner’s report but that we 
would follow it with a separate recommendation by each of us. 

This we did on the second business day following, Tuesday, Septem- 
ber 28. In this telegraphic report, both Mr. Horner and I recom- 
mended that the loan be approved. This, as we were all aware, rep- 
resented a marginal loan with limited capital. 

It was given, to the best of my enbtelan thorough attention in the 
Washington office. 

After considerable questioning it was approved by the Administra- 
tor, with this approval given to us by teletype on October 13. Mr. 
Brainard was immediately informed. 

On October 21 we received the formal authorization giving the 
terms and the conditions upon which the loan was approved. 

You gentlemen have received a copy of it, giving the terms and the 
conditions upon which the loan was approved. 

On that same date we informed Mr. Brainard that the authoriza- 
tion had been received and held a conference with him to discuss steps 
to be taken to implement disbursement. 

The authorization, on being received in the office, was referred by 
Mr. Horner, chief financial specialist, to Mr. Connolly, the examiner 
reviewing the original application, as is customary in these cases, and 
to Mr. Ralph Williams, the closing examiner in our office. The clos- 
ing examiner is assigned directly the responsibility in reviewing, 
toward making a disbursement. 

Both of these men were extremely critical, after examination of Mr. 
Brainard’s current financial position, as to whether we were justified 
in disbursing the loan in accordance with the provisions of the author- 
ization. In fact, on November 3 Mr. R. J. Connolly submitted to me 
a memorandum stating that the loan not be disbursed. 

However, I felt, and in this Mr. Horner, chief financial specialist, 
concurred, that with an authorization issued by the Administration, 
we should take every possible step to effect the loan. Consequently, 
in spite of this adverse recommendation by the financial specialist, 
we tried to obtain additional information upon which we could base 
a recommendation for favorable action on disbursement. 

In the event that I recommended approval it would have been neces- 
sary to forward this to the Washington office for final determintion 
since my authority for making a disbursement upon my own decision 
could be based only upon having previously received a favorable rec- 
ommendation by the financial specialist ; otherwise established agency 
procedure requires that, because of this difference in opinion, the final 
decision be forwarded to the Office of Financial Assistance, Washing- 
ton, for disposition. 
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After very careful consideration, as has been previously noted, I 
decided that the loan could not be disbursed and so informed Brainard 
Industries in my letter of November 24; the reasons are set forth in 
that letter which is already a matter of record before this committee. 

One of the paramount reasons directing my action on this date was 
information given by Mr. Fred M. Fisher, accountant for Brainard 
Industries, that a letter of November 23 purportedly signed by him 
was not so signed and did not have his approval. This subject has 
been covered previously in testimony by Mr. Wendell B. Barnes, Ad- 
ministrator of Small Business Administration. 

I have an interpolation which I would like to add here. 

Although we received this information from Mr. Fisher and had 
it subsequently confirmed for our own records, that letter was never 
repudiated to me by Mr. Brainard, although Mr. Fisher had informed 
him he wished to repudiate it and wished its return. 

Mr. Brainard, realizing the extremely critical position of Brainard 
Industries and also realizing that without an SBA loan he could see 
no hope for continuation of his business, pressed for further steps we 
might take to permit the loan disbursement. 

I informed him that to give the loan any further consideration our 
office would have to have independent verification from a certified 
public accountant of his entire inventory situation and specifically 
the inventory on hand for Western Electric contracts. Mr. Brainard 
had been informed by my letter of November 24 that disbursement 
had been declined. Furthermore, independent verification of inven- 
tory would still present a problem in disbursement. He stated to me 
that since his continuation in business required the loan, the additional 
expense involved in taking this inventory seemed justified. 

Mr. Murer. May I interrupt ? 

Mr. Benepicr. Surely. 

Mr. Muurrr. With reference to the part of the inventory that was 
allocated to the Western Electric Co., how could anyone except Brain- 
ard himself acting for his company, or whoever his production man- 
ager is, how could anyone else give you a certification that any part 
of this inventory was to be applied to a specific contract ? 

Mr. Benepicr. There was a series of contracts. 

Mr. Muurer. Well, whether there was a series or whether there 
was just one contract, how could anybody coming from the outside, 
anybody other than the production manager or the person in com- 
plete charge of the applicant’s operations, how could anyone else give 
you any certification that would indicate what part was of the inven- 
tory applicable to any particular contract ? 

Mr. Benenicr. I would say, from what experience I have had in 
production work, and I have had some, I think it could be done. 

Mr. Murer. By an outsider? 

Mr. Benepicr. Yes, sir; by an accountant. 

Mr. Muurer. Will you indicate how an accountant or anyone else 
could do that? 

Mr. Benepicr. By cost records, and the records showing where the 
items are and what they are for, and. 

Mr. Mutrer. But if you have a contract, and you need certain 
metals or you need lugs or screws, or if you need bolts, then the order 
for that item is going to call for X number of square feet, or what- 
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ever way you buy them, or pounds of metal, or so many in numbers 
of lugs or screws or bolts or whatever. 

Now, how could any accountant say that that was for a particular 
contract if more than one contract was being worked on / 

Mr. Benepicr. Well, if those materials—— 

Mr. Muurer. And lugs and screws can be used on a dozen con- 
tracts. How could you or I or any accountant go into a man’s place of 
business and look at his inventory and say, “This sheet metal is going 
to be applied to this contract, and this sheet metal over here goes on 
this other contract,” when all the sheet metal is the same, and this lug 
is just the same as this lug, and these bolts are just the same as these 
other bolts. How can he make the statement you asked for, how could 
it be physically possible to be done ? 

Mr. Benepicr. Well, if the inventory was applicable to that con- 
tract, if you have the material on hand, even though he might use 
some of that same material on another contract, still that does indicate 
that he does have it and would not have to buy it. We knew his situa- 
tion was very, very tight 

Mr. Mutrer. Well, that is a little different from what was pre- 
sented to us before with reference to the kind of certification you were 
looking for as to the inventory. I am not talking about the form of 
the certification, I am now talking about the physical fact, that if you 
or I are running a business and we went out and we bought—we have 
got 2 contracts, not more, just 2 contracts, not 5 or 6 or 10, but 2—and 
you and I feel that those 2 contracts require, that in order to fill those 
contracts, we go out and we order X number of bolts and X number of 
nuts and X quantity of sheet metal. 

Well, we can say that we have that on hand to fill those two contracts, 
but what we will do with it tomorrow or next week, nobody can con- 
trol but the man in charge, and if he gets a third contract, he can take 
that same material and use it or apply it to this third contract. 

I wonder if I have made myself clear. 

Mr. Bennerr. Oh, you have, very definitely, and it is a very ex- 
cellent point. 

I believe that if you will examine the actual things that we asked 
for, you will find, if you examine that, that what we asked for specifi- 
cally was, did he have the material there that was applicable to the 
contract. All we wanted to know was, did he have it on hand ?/ 

We well recognize the very point you are speaking of, that is, if you 
have got a stack of sheet metal, it might be used on a lot of different 
contracts, but what we wanted to know was the fact that that material 
actually was on hand, and did he have enough to do that job, because we 
felt that with the situation he had financially, we felt that if he lacked 
certain materials, he would be in a very diflicult situation in filling a 
contract. 

Mr. Muurer. And for the same reason, you would have to agree 
that there is no point in asking for any guarantee that it is applicable 
to this contract, because, when you come to the showdown and he says 
it is applicable, and the same material might be applicable to 3 or 
4 other contracts, Western Electric still would be in a position to 
say, “This is not applicable, this is not the right gage,” or they might 
say that it would be applicable to somebody else’s contract, and re- 
fused to buy it. 
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Furthermore, the very stuff that he bought and intended to use on 
the Western Electric contract could actually be used on another con- 
tract, and then, when the time comes to fill this contract, and you 
take a new look at the overall inventory, there is no inventory left for 
that contract. 

Mr. Benepicr. I would be perfectly willing, Mr. Chairman, to make 
any statement you care about it, but I don’t like to make this reserva- 
tion, that the decisions of the Western Electric Co. took place after 
I disqualified myself and therefore I think that opinion should be 
asked not of me—I would be perfectly glad to state my own opinion, 
if you would like to have it. 

Mr. Muvrer. I would like to have you state your opinion on it 
generally. I believe, the requirement imposed was too onerous to 
ask of an applicant, but beyond that, it is worthless to you. 

You know, if a man has just had one contract and if you are going 
to have your man there to supervise this inventory, or if you are going 
to warehouse it in a bonded warehouse and can release it, then you 
might be able to control it; but unless you go to that expense, the 
expense of that operation, you cannot control his inventory and this 
guarantee becomes a worthless piece of paper. 

Mr. Benepicr. I think you will find there in the authorization that 
there is one provision. We realized how close this loan would be 
and we stated that it would be under general supervision by a pro- 
duction specialist from our office. We recognized the very point you 
are speaking about. 

Mr. Mvuurer. Thank you. 

Mr. Benepict. Now, this is a little bit different subject matter, the 
subject of allegations by union representatives. 

On the subject of allegations by union representatives, Mr. Raphael 
R. Oehler, representative of International Association of Machinists, 
Mr. James D. Looks, president of local lodge, and Mr. Henry Heller, 
chief shop steward, for whom Mr. Looks was the spokesman, un- 
doubtedly because of his position as president of the local lodge, was 
mentioned in my memorandum of December 7, previously read. 
think it best to expand this for the benefit of this committee. The 
charges were subsequently thoroughly investigated and it was found 
that they were completely untrue, as has been reported by Mr. Barnes, 
administrator of SBA. I do not, however, question in any way the 
good faith of these men in presenting these claims. They were in- 
volved in circumstantial evidence which would easily make the union 
representatives question my judgment since they did not know the 
favorable actions I had already taken relative to the Brainard loan 
and the extended considerations I had given to it subsequent to author- 
ization in spite of unfavorable recommendations by financial special- 
ists reviewing the requested loan. 

I could not see in my position at that time why I would be justified 
in telling them what I had done. That was a confidential matter and 
: felt that I could not be justified to tell them what my actions had 

een. 

Intraagency decisions, not normally divulged, have been presented 
to this committee indicating clearly my desire to make the lecin if it 
appeared at all feasible. On November 29, the day when I first met 
these men, I felt that I had resolved the question to their satisfaction 
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and could see no reason for my not continuing to act in an official 
capacity in connection with the loan. 

On the following day, November 30, they returned to my office and 
stated that unless I acted favorably upon the loan they would take 
further action in connection with what was in their opinion my lack 
of good faith in consideration of the loan disbursement. 

Now, I do not think that that was intended to pressure me at all, but 
that it was the action that they felt that they should take, from what. 
I had said, that if I did not act favorably, then it was because of lack 
of good faith on my part, and that was because there, again, they were 
not familiar with the circumstances. 

Under these circumstances I could not see how it was ethical for 
me to act further in the matter since if I recommended approval of the 
loan I would appear to be in the position of being under pressure by 
them to make the disbursement in fear of what action they might take. 
On the other hand, if I failed to approve the disbursement I would be 
simply confirming their previous opinion that I desired to force Brain- 
ard Industries into financial difficulties. 

Mr. Wendell B. Barnes, the Administrator of SBA, was in New 
York on that date on a speaking engagement. I referred the matter 
to him, stating that in my judgment I should not act but should ap- 
point Mr. A. M. Horner, the chief financial specialist, to be the acting 
director in this instance. He agreed with this desire and I conse- 
quently appointed Mr. Horner on that date to be acting director for 
this purpose. Messrs. Frank and Robert Brainard of Brainard In- 
dustries were in the regional office at that time. I immediately noti- 
fied them of this decision, stating that I regretted that I could not 
continue to give their application personal consideration and explain- 
ing the position of the union representatives to them. Mr. Frank 
Brainard, president of the company, stated that he similarly did not 
believe these charges and knew them to be untrue but added that they 
were entirely out of his control since they were made by representa- 
tives of the union. 

I told him that any further contacts by him should be made with Mr. 
= M. Horner, who was acting director for the purposes of this 
oan. 

I yer srs to Mr. Horner on the same date my regret at the neces- 
sity of putting him in this position since I was aware that I was more 
fully informed concerning all circumstances of the loan; that I did 
not desire to avoid responsibility in making the decision but felt that 
in the interest of the Government and the company there was no other 
course left open to me. I told him that I would be glad to supply 
any information on details that might be pertinent to the loan and 
which might help him in making a decision but that this decision 
would be fis and not mine. 

That completes that part, gentlemen. I would like to bring up, if 
{ may, the particular points as briefly as possible that Mr. Brainard 
mentioned. I shall try to avoid repetition, avoid repeating informa- 
tion previously presented to this committee. 

However, statements like those made by Mr. Brainard are a very 
serious reflection not only upon the performance of my duties as a 
governmental official but also upon the ethical and moral standard 
on which I conduct my personal business affairs. I resent them deep- 








346 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


ly and appreciate this opportunity of answering statements made. If 
given by Mr. Brainard under circumstances other than before a com- 
mittee such as this, I would treat them as slanderous and libelous, tak- 
ing action against him that such statements justly merit. I would like 
to take care of them in this order. 

1. He speaks of delaying processing. I believe I have covered this 
completely during an earlier part of this statement and it has also been 
covered by appropriate statements and copies of official action pre- 
sented by others of my associates in the Small Business Adminis- 
tration. 

2. The allegation of procrastination concerning the adverse change 
matter is completely and absolutely absurd. The application was sub- 
mitted on September 20, reaching our office the following day. It 
was processed immediately. The adverse change discussed by this 
organization took place in the month of September prior to any pos- 
sibility of our taking action. As a matter of fact, Mr. Brainard told 
me, as did Mr. Barnes, that the month of September was about a break- 
even operation. It was not until after the authorization had been 
received in the latter part of October that he began to talk about 
previous losses over which we could have and did have no control or 
influence. 

3. Benedict Manufacturing Co. operations on Long Island: These 
operations consisted of a uke office for the distribution of a small, 
low-priced unit aimed at partially air conditioning a small room. The 
business of Benedict Manufacturing Co. had been owned by me prior 
to my becoming associated with the Small Business Administration, 
and it is a matter of record that I did and still do own it. Its opera- 
tions have been sharply curtailed with the objective of closing them 
entirely consistent with sound business judgment in connection with 
activities already entered into. I have not been active in its operation. 
The general management has been in the hands of Mr. Harold D. Mills, 
Morris, N. Y. 

Mr. Vincent J. Lane was employed by this company, and hence by 
me, as sales manager. This was entirely on a percentage of the profits 
basis, with other management aspects performed by Mr. Mills. Mr. 
Lane was first employed about June 1, with the association to termi- 
nate on September 30 unless other arrangements were made. 

Mr. Murer. What year was that? 

Mr. Benepicr. Excuse me. That was 1954. I should have put it 
in there; I am sorry. 

Well, prior to that time I determined completely that any business 
connections would not be continued with him beyond that time, and 
I would have terminated them more quickly if it were not for the fact 
that the previous arrangement to terminate on September 30 was al- 
ready in effect. 

He has been active subsequent to September 30 and before in the 
collection of some accounts, since this collection was inherent to any 
profits he might receive. He was not authorized by me to make any 
offers of any kind, and any that he did make were entirely his own 
business and not mine. If I had been at all familiar with the way he 
apparently had been conducting his personal affairs, I would have 
terminated our business connections at an even earlier date. He now 
has organized another business with which I have absolutely no con- 
nection and has been in this since, I believe, about November 1, 1954, 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 347 


which is roughly about the time that we received the authorization. 

Incidentally, the loan authorization for Brainard Industries was 
received in the New York regional office on October 21. Furthermore, 
Mr. Hoskinson has previously stated that his only connection with 
Lane was in August of 1954 and prior to any possible connection with 
this loan. In addition, I would like to emphasize that during the lat- 
ter part of October or early November I informed Mr. Brainard that 
I had heard that Mr. Lane’s former secretary, whose name at that time 
I did not know but have since found to be a Virginia Barnes, was em- 

loyed by Mr. Brainard as his secretary. Because of my unsatisfactory 
Saati connections with Mr. Lane, I felt that he should be acquainted 
with this information. 

Although it is in no way pertinent to the subject under discussion, 
I would still like to emphasize that Benedict Manufacturing Co. has 
in no manner, directly or indirectly, had any part in any Government 
contracts or bid upon any Government contract since I first became 
associated with the Small Business Administration, nor has it had 
any business with any firm with which we have had any connection 
in the SBA regional office under my jurisdiction. If such an instance 
would have arisen, I would have immediately disqualified myself for 
action in connection with such a business. This, as has previously been 
reported to the committee, has been made the subject of independent 
verification both at the time I became associated with Small Business 
Administration and again during the time mentioned by Mr. Barnes, 
the Administrator of SBA. 

4. Statement on checks: At no time in any manner have I advised 
or suggested to Brainard Industries to give out payroll checks based 
upon anticipation of disbursement of this loan. It has always been 
a serious question as to whether the loan might be disbursed, and this 
was well known to Mr. Brainard. Any action of this nature he took 
entirely upon his own jurisdiction, with absolutely no direct or in- 
direct approval of such action by us. 

The statement of Mr. Lewis, of the Credit Committee, made earlier 
to this committee bears eloquent proof as to the way these operations 
have been handled in the past by Mr. Brainard. 

I did, of course, request on November 19 that checks made payable 
to various accounts which we would have disbursed, in the event dis- 
bursement had been possible, to creditors of Brainard Industries and 
to Brainard Industries itself. The ordering of these checks was 
purely a courtesy to Brainard Industries so that we could have them 
immediately available in the event disbursement became possible. 
Mr. Brainard was very well aware of these circumstances, and the 
ordering of the checks had absolutely nothing to do with our decision 
and, if used by Mr. Brainard as an indication of action to any of 
his creditors or employees, was again one more indication of im- 
proper unjustified and unauthorized action on his part. This again 
is a matter of official record previously made available to this com- 
mittee. 

Now, I come to disqualify myself as regional director for this loan 
on September 20-——— 

Mr. Muurer. If I may interrupt, were these checks ever received 
by the New York regional office? 

Mr. Benepicr. Yes, sir. 

624085523 
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Mr. Murer. When were they received ? 

Mr. Benepicr. November 22. Let me verify that. 

Mr. Muurer. Yes; you may verify that. e will take November 
22 on the record now; and, if that is incorrect, let us know so that the 
record can be corrected if it is another date. I would like to have 
the precise date that you received the checks. 

r. Benepicr. Well, I am quite positive of it, but I will verify it. 

Mr. Roosrveur. The knowledge of those checks was made available 
to Mr. Brainard, was it not? 

Mr. Benepictr. That was done only at his request, so that in the 
event of a decision to disburse there would be no possible delay. 

Mr. Roosevert. Off the record. 

(Discussion off the record.) 

Mr. Mutter. Back on the record. 

Mr. Benepicr. I want to correct the record about the appointment 
of Mr. Horner as acting director for the purpose of this loan. 

The appointment of Mr. Horner was made after discussion with 
Mr. Barnes and had his approval. 

Mr. Mutter. But you made the appointment rather than Mr. 
Barnes; isn’t that so? 

Mr. Benepicr. Yes, sir; but made at his request. 

Mr. Mutrer. I understand, but the matter of procedure, we think, 
is wrong. That is, if you are disqualifying yourself, you ought not 
to name your successor who is going to take on the job where you 
left off. 

Asa matter of fact, this is one of the matters the committee will con- 
sider in executive session, as well as to whether the matter should 
have been taken out of that regional office and perhaps taken to 
Washington. 

The point is that, once a man has disqualified himself and one of 
his associate is appointed, then necessarily he will come back and say 
“You had this originally. What does this mean in the application?” 
So you just cannot get away from it anyway. 

But, as I say, we will leave that for executive session. Do you 
agree ¢ 

Mr. Rrenutman. Yes. 

Mr. Roosrvett. Yes. 

Mr. Benepicr. I disqualified myself, and the selection of the succes- 
sor was made with both Mr. Barnes’ approval and desire. 

Mr. Murer. We understand that. 

Mr. Benepicr. This has been quite well covered by previous state- 
ments both by me and other associates in the Small Business Adminis- 
tration. As previously stated, because of my familiarity with this case 
I felt it my duty to give Mr. Alexander Horner, who was acting direc- 
tor from November 30 for this loan, any information I might have 
pare to it. ThisI did. This could only help Brainard Indus- 
tries, not hurt it. I did not participate in nor take part in any meeting 
at which decision were made relative to the Brainard loan after the 
November 30 date, at which time I disqualified myself from further 
matter of decision on this loan. 

I have well realized that it is much easier to simply say “No” to 
marginal loan applications such as this rather than attempting to work 
out a solution. Sometimes, as in this case in which, even though orig- 
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inally approving the loan, an ultimate disbursement becomes impos- 
sible. I feel that it is in accord with the express intent with which 
Congress expects us to work and is the manner in which we try to carry 
out our job. : : 

There is a very definite and very real function to be performed. We 
are trying to perform that function. Difficult decisions involving the 
financial life of many small businesses and the employment of many 
honest, worthy American citizens must be met. Sometimes they cannot 
be resolved satisfactorily. This we one regret, but for many we 
provide help that makes them a part of that business community so 
characteristically America. ae 

That brings back the point that you made before, Mr. Chairman. I 
feel that small business, when you are doing research and going into 
it, I feel that when you have a thousand people making a thousand 
decisions you come up with better decisions than when one is making 
them. 

Excuse me for taking so much of your time. Do you have any 
questions ? i 

Mr. Muurer. No. Thank you, sir. I think that concludes the testi- 
mony on the Brainard matter at this time. 


STATEMENT OF FRANK GILBERT, PRESIDENT, THE METAL CRAFT 
MANUFACTURING & SALES CORP., KANSAS CITY, MO. 


Mr. Murer. Mr. Gilbert, will you give your full name and resi- 
dence address ¢ 

Mr. Gruserr. I am Frank Gilbert, president of the Metal Craft 
Manufacturing & Sales Corp., Kansas City, Mo. 

Mr. Barnes. May | interrupt to ask: Is this procurement? 

Mr. Mutrer. It is; is it not? 

Mr. Gueerr. Military procurement. 

Mr. Rientman. It is a case concerning military contracts. 

Mr. Murer. Can you take a copy of that statement, Mr. Barnes, 
if you will? As I understand it, Mr. Roosevelt is more familiar with 
thisthan lam. Iam hearing about it for the first time this morning. 
I understand it involves procurement. 

Was this matter previously taken up with Small Business Admin- 
istration ? 

Mr. Grupert. Yes, sir. 

Mr. Mutrer. So, it will involve a procurement authority of your 
agency. 

Mr. Barnes. Mr. Chairman, I am reluctant to do this and to take 
the committee’s time, but I would be very grateful if I could have 
about 5 minutes executive session with this committee, in view of 
some of the matters listed on your agenda. 

It is not that I am reluctant to speak out in public, but I would 
rather diseuss it with the committee before you proceed with other 
types of cases, and I think that now would be as good a time as any. 

Mr. Mutter. It does not concern this witness, then ? 


Mr. Barnes. No; but it may the matters to which he testifies, I 
don’t know. 


Mr. Mutter. Oh, I see. 


Mr. Barnes. Yes. If we might adjourn to another office, I think it 
would be convenient. 
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Mr. Mutter. How long do you think it will take ? 

Mr. Barnes. Not more than 5 minutes. 

Mr. Murrer. Allright. Let us take a 10-minute recess. 

(Thereupon a recess was taken.) 

_Mr. Roosrverr. Mr. Chairman, may I say before Mr. Gilbert starts 
his testimony, that Mr. Gilbert is here largely as a result of a conver- 
sation that I had with his Washintgon representative, Mr. Charles E. 
Mason, concerning representations made to me by Mr. Mason, that 
smal] business as such incurred overly large expenses in their efforts 
- procure the opportunity to bid on Government-procurement con- 

racts. 

He felt that it would be good for the committee to have the infor- 
mation which would substantiate the excessive expense to small busi- 
ness concerns, to which they are subjected, and Mr. Gilbert is here 
voluntarily to present that testimony. 

Mr. Murer. Thank you. 

Mr. Gilbert, will you proceed ? 

Mr. Givpert. I clave I stated that I was the president of the Metal 
Craft Manufacturing & Sales Corp. of Kansas City, Mo. I reside at 
2801 West 90th Street in Kansas City, Mo. 

I am here today for the purpose of bringing to the attention of the 
committee what seems to us an unjust and unfair situation—a situa- 
tion which results in financial hardship not only to my company but to 
all small business firms that participate in Government-procurement 
programs. 

To become specific, in February 1954, my company was notified that 
we were low bidder on an invitation covering fin assembles for 500- 
pound bombs. This notice was received from the St. Louis Ordnance 
District, St. Louis, Mo. In accordance with the required procedure, 
when we received this information we immediately proceeded to pre- 
pare for the usual preaward survey. In fact, the personnel in the St. 
Louis Ordnance office telephoned us and advised us when they would 
arrive to make the survey. 

A preaward survey involves a large amount of work for any plant, 
which is costly, but naturally is considered a part of the operation 
when a contract is to be produced. 

In this instance, however, on June 10, 1954, we were informed that 
the Government had decided not to make this particular procure- 
ment. Again, on September 23, 1954, we received an additional re- 
quest for bid covering fin assemblies for 1,000-pound bombs from the 
St. Louis Ordnance District. Our bid was submitted and we were in- 
formed that we were low bidder in the area. The same preaward pro- 
cedure was followed. However, around the middle of October 1954, 
we were informed that the Government had decided that this pro- 
curement would also be canceled. 

At this point, I decided to present the matter to the Small Busi- 
ness Administration through our Washington representative, Mr. 
Charles E. Mason. Mr. Mason presented letters to the Small Busi- 
ness Administration. I would like to introduce for the record corre- 
spondence between myself, the Small Business Administration, and the 
Honorable James Roosevelt. These letters are all quite lengthy, and I 
do not wish to take the time of the committee to read them. I do, how- 
ever, want to discuss the letters of October 29 and February 21, which 
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I believe to be pertinent to-some of the difficulties of a small manufac- 
turer as they pertain to military contracts. 

In my letter of October 29 to the Small Business Administration 
I detailed the specific cases involved, the two bomb fin invitations 
to bid. 

At the bottom of the letter in conclusion I indicated approximately 
the expenses involved in a small-business organization in handling 
such preaward surveys. 

Now, a preaward survey, when it is called for, involves a lot of 
work in the whole organization because we must prove and provide 
for the committee that comes and calls on us with all the data that 
they need to substantiate and prove that we are capable of handling 
the job. It may be finances, it may be the plant, equipment, the plant 
facilities, personnel, and all the other factors. 

In this particular instance it cost us somewhere in the neighbor- 
hood of $1,200 for these two preaward surveys. 

In my letter to the Honorable James Roosevelt on February 21, 
1955, I stated that the cost for each one of these surveys would be 
about $750. However, by combining the 2 preaward surveys in these 
2 bomb fin projects, we were able to reduce some of the work involved 
in view of the fact that the same machinery and equipment would be 
used in both cases and therefore some of the work was reduced, so that 
we got by for about $1,200, otherwise about $750 each was the average 
cost for the preaward survey for anything involving any amount of 
volume, either dollarwise or plantwise. 

Once a preaward survey has been made in a plant it is impossible 
for the committee to make any statement as to ahiathhet they can make 
a favorable report or an unfavorable report. However, in going over 
the thing, if there are any questions that you have not satisfied them 
on definitely, why, you can form the opinion about which way it would 
fall. 

When that occurs you immediately start other items in process, such 
as pinning down your suppliers and working up some of your draw- 
ings and starting that work into process. If you do not do that at 
the time, sometimes delivery of materials is very extended, which 
makes it difficult for you to fulfill on the contract as you have already 
stated you would. 

Mr. Mutrer. Mr. Gilbert, the letters you have annexed to your 
statement, we will make part of this record, even though you have not 
read them in full. Is that agreeable to you? 

Mr. Gitpert. Yes, sir. 

Mr. Murer. They are all annexed to your statement and all of that 
will be made part of our record. 

Mr, Gitpert. Thank you. 

(The matter referred to is as follows :) 

OcTOBER 29, 1954. 
SMALL BUSINESS ADMINISTRATION, 
Washington 25, D. C. 


GENTLEMEN : I know it is the purpose of your organization to do everything 
possible to assist the small business to not only participate in Government 
procurement but to assist in providing good information and literature that 
will be helpful to the small-business man in his operations. I also feel that 
you will be very interested in receiving information as it may pertain to 
excessive costs that the Government is subjecting small business to in relation 
to bids and the procurement program. I, therefore, am citing two typical 








352 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


examples which I believe should be given consideration, and our organization, 
as well as any other organization that has been subject to this irregularity, be 
given a negotiated contract of some sort to help compensate for this expense. 
As far as we are concerned, we will be very reluctant to bid on future items 
if every time it occurs we are out considerable expense when the item is not 
even procured. 

On January 29, 1954, we placed a quotation on invitation for bid No. 667—N 
from the St. Louis Ordnance District for 21,350 each fin assembly AN—M109AL, 
We were informed by the St. Louis district that we were low bidder in this 
particular district. Therefore, they sent personnel to our plant, and we spent 
a full day—myself, together with the necessary engineers and sales people— 
to give them a picture of our operation so that they could determine whether 
they felt we were capable of handling the job. Upon their return to their home 
base at St. Louis, they called and stated that they needed additional information, 
and I took an airplane immediately to St. Louis with all the data which they 
required in order that they could further evaluate our operation and make 
their recommendations. On June 10, 1954, we were informed that all of this 
expense was completely in vain because they decided that it was going to be 
canceled and they were not going to make procurement. 

On September 23, 1954, we also bid on bid no. 877—N for 9,060 each fin assembly 
T153E3, and were also informed by the St. Louis Ordnance District that we 
were low bidders in this area, and the same procedure of working with their 
personnel in our plant, and many other factors involved, were carried out, and 
now on October 28, we are advised that this procurement is also canceled. 

Maybe it is the policy of the Government to go to all of this expense and find 
that they do not need the item and are going to cancel the procurement; how- 
ever, in these two instances, it has cost our small-business organization approxi- 
mately $1,200 in all the handling of extra work, etc. We know that we must 
place ourselves in a position of being competitive, and must place bids if we 
expect to receive any work in our plant; however, when it goes to the extent 
of the final breakdown, that is where the expensive handling is entailed, and it 
seems to me that the Government could certainly make up their mind that they 
need the item and procurement would proceed before we arrive at that particu- 
lar point. 

I therefore suggest that small businesses that are subjected to items of this 
nature be given contracts on a negotiated basis in order that they may be 
compensated for these unnecessary costs and provide business for their 
organization. 

Sincerely yours, 
FRANK H. GIsert, President. 


FEBRUARY 21, 1955. 
Hon. JAMES ROOSEVELT, 
House of Representatives, Washington, D. C. 

DeaR Mr. Roosevett: This is in further reference to our discussion with respect 
to information regarding the bidding of the average small-business concern. The 
following are answers to questions which I directed to Metal Craft Manufactur- 
ing & Sales Corp., Kansas City, Mo. 


Question No. 1: What do you figure it costs you to estimate a bid for presentation? 

Answer: This question is rather difficult to answer because of the variations 
that occur in the type of items that we cover in our bids. However, on an aver- 
age, it takes one of our engineers approximately 2 days to develop the figures on a 
regular bid, plus the necessary purchasing time in acquiring quotations, and 
other factors. We estimate a cost of, on an average, approximately $35 for each 
bid prepared. 


Question No. 2: What expense is involved during a preward survey? What are 
your procedures? 


Answer: (a) The estimated average costs would be approximately $750 per 
each preaward survey. 

(b) As soon as we are advised a preaward survey is to take place, we must 
proceed as follows: 

1. By long-distance telephone and telegram, we get confirmations of as many 
of the material prices as possible. When normally bidding on the item, we con- 
tact local representatives and use catalog pricing, due to the fact that we do not 
have sufficient time to send inquiries to the factories and receive answers in time 
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to include them with our original bid. The Government representative making 
the preaward survey is-very insistent that they see actual quotations on mate- 
rials so that they can eyaluate whether or price is out of line as well as determine 
if deliveries of raw materials from our suppliers will allow us sufficient time to 
meet Government delivery requirements. This involves full time of 2 people 
in our purchasing department. for approximately 3 full days, together with the 
expense of the long-distance phone calls and the telegrams involved. 

2. The engineering department immediately makes a complete recheck of the 
bid, analyzing every operation on every little piece, determining that all previous 
estimates were correct as far as time study and material quantities. They also 
determine on a more positive and thorough basis all the requirements in regard 
to tooling, plant space, handling requirements, and a determination of the sched- 
uling through the plant on the basis of the dates required to meet the Government. 
deliveries. This usually takes 4 men approximately 4 days from the engineering 
staff, plus personnel from production and scheduling. 

3. The accounting department immediately evaluates the cash flow require- 
ments of the finances involved to determine the amount of money that will be 
required based on the delivery schedule as established by the Government. When 
this has been developed, which requires approximately 2 full days of 2 of the 
people in accounting, the financial group reviews these requirements together 
with our other items scheduled during that production period, and determine 
the methods that will be used to handle this financing arrangement. They then 
clear the matter with any lending agencies if these are required to determin that 
everything is in order. 

4. All of these various phases are then compiled through our executive staff 
into a complete picture that is used by the executive staff on the day that the pre- 
award survey is made. This requires 1 full day of 1 of our vice presidents and 
his cohorts. 

5. The day the survey takes place, myself, together with the vice president 
involved, spend practically the entire day with the Government representatives, 
reviewing our plant facilities and that data which has been prepared as indicated 
above. Wealso make a visit to our financing organization and discuss the matter 
thoroughly with their executives. This usually takes the full day to make the 
rounds of all the factors that are involved. During the first part of the survey, 
there is generally a conference that involves several of the engineering staff, the 
production staff, and other individuals wherein questions in regard to the details 
of the item to be produced, the scheduling of materials, and finances are generally 
discussed in detail. Confirmations of these various facts then are established 
by actual visits to the sections involved. 


Question No. 3: How many are involved during this survey? Give me a break- 
down in man-hours and cost per man-hour 


Answer : I believe that I have covered pretty well the answers to this question 
in question No. 2. 


Question No. 4: Once a preaward survey has been completed, what is your next 
step? Do you place an order for material needed in the manufacture of item 
listed in contract. Do you retool in any way? In other words, a complete 
picture of your procedure during and in the interim of preaward survey and 
receipt of actual contract. 


Answer. During the preaward survey, the Government representative cannot 
indicate as to whether you will receive the contract or not as that is strictly 
up to the evaluation board’s evaluation of the preaward team’s report. However, 
it is possible through logic and through the discussions of thé conference to de- 
termine whether you are actually capable of handling the job or if it is beyond 
your scope either for plant facilities, personnel, finances, raw materials, or other 
factors. It is generally understood that a contracting officer must have a very 
good reason for indicating that you cannot produce the job, if you are of the 
mind that you will not encounter any problems. In most instances this is the 
case, because we do not bid on an item unless we are assured in the first place 
that we can handle the contract if we were the low bidder. After the preaward 
survey is made, we immediately start the wheels in motion, getting all of our 
suppliers selected. In other words, because of Government renegotiations, it is 
advisable to always have three quotations on any item that is purchased. Natu- 
rally, with the short time that we have to first work up our bid, and to develop 
our quotations for the preaward survey, three quotations on each item are im- 
possible. So a raft of letters immediately are issued by the Purchasing Depart- 
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ment to many suppliers, endeavoring to better our prices, delivery, and other 
factors. This is started as soon as the preaward survey has been finished. The 
engineering department immediately makes a project and establishes a job order 
on which they start their first specifications and scheduling breakdown. Most 
quotations that we place with the Government stipulate that the Government 
must take up our quotations within 60 days after date submitted ; therefore, we 
try to schedule all of this work based on that factor, and in two instances, the 
Government has asked for an extension of 30 days, which we granted, and re- 
scheduled our work accordingly. But we try to have all of this preliminary 
work developed and handled so that as soon as the contract is actually received, 
the project swings into full motion immediately. 

Question No. 5. If the answers to question 4 are necessary, state reason for 
doing so. 

Answer. I believe the answers to this one are outlined in question 4. 

Question No. 6. Could your company not have the same results, if you waited 
until contract award. If answer is “no,” give your reasons. 

Answer. Due to the raft of paperwork involved in both possible renegotiations 
that may take place in the future and the necessity of having certifications pro- 
vided on all materials that are purchased to assure that they eomply with specifi- 
eations called for in the contract, it would be practically impossible to meet 
delivery dates if we did not take advantage of the period between the preaward 
survey and the actual receipt of the contract to handle preliminary steps in 
the paperwork involved—plus the fact that in small business you do not have a 
large number of engineers, purchasing and accounting personnel. 

You must utilize the people you have in the very best manner possible, spread- 
ing the load so that it does not all fall at one time. 

I apologize for the length of this letter, Mr. Roosevelt, but the material or 
content of the answers was such that I could not successfully shorten without 
the fear of altering meaning—not being in the operational end of a small manu- 
facturing business. 

With kind regards and best wishes, I am, 

Very sincerely yours, 
CHARLES E. MASson. 


NovEMBER 23, 1954. 
Mr. Curtis S. ANDERSON, 
Chief, Procurement Assistance Division. 
Office of Procurement and Technical Assistance, 
Small Business Administration, Washington, D. C. 


Dear MR. ANDERSON: I sincerely appreciate your letter of November 18 in 
reply to my letter of October 29 relative to bids that we have submitted on two 
different occasions. 

I am sure I did not make myself clear in the instance of my first letter because 
we are constantly doing business with the Government and have for the last 
5 or 6 years, bidding on items both on a subcontract as well as prime contract 
basis. Therefore, we realize that a constant sales promotion program must be 
maintained, and we bid on an average of one or two Government jobs every 
week. But this kind of bidding, it may be understood, is evaluation only to the 
extent of analyzing the costs sufficient to place a bid, without analyzing all 
minute details and many of the other ramifications. Generally, in the 10 
days or 15 days’ time allowed for most bids by the time we get it in our hands 
after it has been jssued, we do not have time to give all of the details the final 
analysis. The problem that I cited in my original letter could be exemplified as 
follows: 

If you had spent considerable time locating a house that you desired to pur- 
chase, and after finding the right house, worked with your realtor and made an 
agreement that was in accordance with realtor’s requirements, and he indicated 
that it was satisfactory, you then proceeded to arrange financing, arrange all 
the necessary papers, and spent several hundred dollars handling these various 
matters, and the realtor turned around suddenly and stated, “I am sorry—I just 
decided to forget about the deal,” you would have immediate grounds for suit 
to collect the expenses that you entailed after you had been advised of this 
agreement by the realtor, and if the realtor found that it was important enough 
for him to change his mind, he should then be liable for the expenses incurred. 

Taking our particular case, we submitted our regular quotations, which we do 
every week on many other contracts, and in the instance of these two requests 
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for quotation, we were advised that we were the low bidder. I don’t care what 
section of the country it is, when they indicate you are low bidder and a pre- 
award survey takes place, the organization involved is immediately placed in 
the position of spending a considerable sum of money, and then after all of this 
procedure is handled, for the Government to indicate that “Sorry, fellows, we 
now feel that we don’t need them,” is certainly an unfair and unwarranted 
situation. 

We have had occasions wherein cancellations were made on contracts due to 
the convenience of the Government, which is only logical, but in these instances, 
the Government paid the fair and just charges involved in this cancellation. I 
feel that the same thing prevails when they carry a request for quotation to the 
extent of handling all of this preaward work. I think it is wrong for the 
Government to impose such costs on small business in many territories of the 
country on the basis of their procurement through the Ordnance groups as now 
being handled. That type of procurement would be satisfactory if they did 
not carry the thing to the final conclusion that there was a low bidder in each 
section and that particular low bidder was subjected to all of the expenses 
involved in the preaward survey, and actually what is happening is that each 
time one of these procurements is issued, 7 or 8 small companies are all subjected 
to this additional expense, which I feel is absolutely uncalled for and unneces- 
sary. The bids should all be taken and sent to one central point and evaluated 
at that point, and the low bidder that is determined from this review then be 
evaluated by a preaward survey. 

I know very well, in our commercial business, that if we bid on a job with a 
commercial organization and were advised by them that we were low bidder and 
then proceed to carry out our final analysis before contract signing, and the com- 
mercial customer decided all at once to drop the whole program, they would 
only do so after paying expenses involved in the program by the contractor. 
There should be no difference between commercial operations and the Govern- 
ment operations in this respect. 

I hope this clarifies the point that I had in mind, which I apparently did not 
cover properly in my first letter. 

Sincerely yours, 
FRANK H. GILBertT, 
President. 


SMALL BUSINESS ADMINISTRATION, 
Washington 25, D. C., November 18, 1954. 
Mr. FRANK H. GILBERT, 
President, Metal Craft Manufacturing & Sales Corp., 
Kansas City 8, Mo. 


DEAR MR. GILBERT: Your letter of October 29, to the Small Business Admin- 
istration, suggests that Government contracts be awarded on a negotiated basis 
to small business concerns. 

From the description of the two procurments outlined in your letter, it is 
possible that bid Nos. 667—N and S877—N covering fin assemblies were being 
transacted for on a negotiated basis with small-business firms only. In addition, 
we believe that these requests for quotations may have been issued by the 
Ordnance Ammunition Center, Joliet, Il. Perhaps your firm is not acquainted 
with the procurement procedure normally followed by the Army Ordnance Corps 
whereby one or more of its 14 ordnance district offices located throughout the 
United States seeks potential suppliers of items in their respective territories. 
In this way, the Ordnance Corps can obtain full and free competition on prod- 
ucts of services, to the end that the procurment will be made to the best 
advantage of the Government. Even if a firm is considered to be low bidder in 
one particular ordnance district, there is no assurance that it will receive a 
contract, because one or more firms may have submitted low bids in other 
ordnance district areas. 

SBA has no information relative to the cause for cancellation of the subject 
procurements. The most reasonable theory for such action is that a projected 
requirement for fin assemblies did not materialize because of constantly chang- 
ing developments in new defense projects. You may recall that during the last 
year many Government contracts have been canceled or substantially reduced 
due to new trends and new policies which have developed in Government pro- 
curement. It can be stated, however, that such procurement cancellations 
would have been issued by the Ordnance Ammunition Center rather than the 
St. Louis Ordnance District. 
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When a manufacturer sells his traditional civilian market, he is well aware 
that he must have a good product at a competitive price, and must carry out 
a continuous skillful and aggressive sales program. When selling to the 
Government, the manufacturer must pursue an equally skillful and persistent 
course with even greater emphasis upon competitive prices, and with the added 
responsibility of knowing and following procedures required by Government 
purchasing offices. I believe the enclosed management aid entitled, “Analyzing 
Your Government Contract,” should be of interest to you since it points out 
some of the risks involved in doing business with the Government. 

Since its inception August 1, 1953, the SBA, in cooperation with military 
officials, has been reviewing proposed procurments to determine which purchases 
are suitable for performance by small firms. Under this joint determination 
program, small businesses have received an ever increasing number of oppor- 
tunities to bid on defense contracts which were reserved in whole or in part for 
exclusive award to small business. The enclosed copy of a recent press release 
announced the accomplishment of the program, and emphasizes the increased 
demand from small firms for other types of SBA contracts assistance. 

It is noted that you forwarded a copy of your letter to Mr. George DePaw 
of our Kansas City regional office. If you should require additional informa- 
tion concerning Government procurement procedures, we suggest that you con- 
tact the staff of the office for further guidance. Your interest in business con- 
ditions which affect the overall economy of the Nation, and especially small 
business enterprises, is appreciated. 

Sincerely yours, 
Curtis E. ANDERSON, 
Chief, Procurement Assistance Division, Office of Procurement and 
Technical Assistance. 


Mr. Giteerr. On November 18, Mr. Curtis E. Anderson, Chief 
of the Procurement Assistance Division, Office of Procurement and 
Technical Assistance, Small Business Administration, at Washington, 
wrote a reply to my letter of October 29. 

He was explaining to me the problems and the way some of the 
procurement agencies operate. 

I would like to call the attention of the committee to a portion of 
the second paragraph which I will read: 


Perhaps your firm is not acquainted with the procurement procedure normally 
followed by the Army Ordnance Corps whereby 1 or more of its 14 ordnance 
district offices located throughout the United States seeks potential suppliers of 
items in their respective territories. In this way, the Ordnance Corps can ob- 
tain full and free competition on products of services, to the end that the pro- 
curement will be made to the best advantage of the Government. Even if a 
firm is considered to be low bidder in one particular ordnance district, there is no 
assurance that it will receive a contract, because one or more firms may have 
submitted low bids in other ordnance district areas. 


Now, this is a very sound practice from our standpoint, the stand- 
point of small business. However, this does not ston their obtaining 
bids in that area and they also run the preaward survey and therefore 
every time 1 of these are placed out, there are 14 preaward surveys 
made of the small erganizations before they are submitted to the 
organization that originated the bid. 

It seems to me like the most logical basis would be to have these 14 
districts develop the suppliers, submit all the bids to the one focal 
point and then 1 preaward survey for the plant that is logically the 
low bidder, or maybe 2 surveys at that time, instead of 14, which is 
expensive to the Government and expensive to every one of these 
small businesses. 

Mr. RieutmMan. Mr. Chairman, may I ask the gentleman: 

Mr. Gilbert, you are not objecting to the preaward survey, are you? 

Mr. Grizerr. No, absolutely not. 
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Mr. Rreniman. I will call to the attention of the committee and 
Mr. Roosevelt that through the past several years I have had ex- 
tensive experience in connection with the Department of Defense pro- 
curement procedures, and I recognize some of the problems that small 
business has been confronted with in presenting information and the 
problems that they have with respect to preaward surveys. 

However, we have also found cases where the Department of De- 
fense has been derelict in its preaward surveys. That has been tre- 
mendously expensive to the Government, too, because it is vitally 
important that they have the information whether the supplier who 
is bidding has, first, the facilities; and secondly, the financial back- 
ground and the personnel to produce the item in which the military 
departments are interested. 

I am happy to have the suggestion you made. I do not know how 
workable that would be, but I think it is something that is worthy of 
the committee’s consideration and the consideration of the Department 
of Defense and the Army Ordnance Corps because, if the preaward 
survey system is expanded throughout the United States, and if you 
have 14 different surveys coming up from 14 different small business 
organizations, it is a cumbersome procedure and problem for the 
Government as well as for the small-business man. 

But, I wanted to reemphasize the vital need for the Department of 
Defense and the military departments having knowledge of the capa- 
bility of the industry that is bidding, because we are all taxpayers 
and we have had some very glaring examples of on preaward surveys 
in our experience during the past years. 

I hope that we can get all the information possible from small 
industry, from people like yourself, who can make constructive sug- 
gestions, so that this committee through SBA can eliminate some 
of the redtape and yet retain the protection that we want in pro- 
curement procedure and in the final procurement of the end item 
at a reasonable price and, of course, from companies that are capable 
of producing the items. 

Mr. Gupert. Thank you. For the record, I would like to state that 
I realize that it is necessary for the military in instances to cancel 
their procurements because of new models, because of the situation, of 
changing of the emergency situation, whether it is hot or cold. 

However, in the case of these two particular bomb fin instances, 
elapsed time of only approximately 2 or 3 weeks occurred and there- 
fore I do not believe that those 2 things would enter into those particu- 
lar instances. 

Mr. Roosevett. Could I ask just one question ? 

It is my understanding that the Ordnance Department and Defense 
Department, as such, maintain a list of qualified bidders. 

Mr. Rreuuiman. They try to, yes, sir. 

Mr. RoosevEtt. I would like to ask the witness: 

Are you on a list of qualified bidders, is that why you get the in- 
vitation to bid? 

Mr. Gitpert. Yes. We are on a list of qualified bidders because of 
the reason that we visited the procurement agency, we have reviewed 
the items that they have oveliehe for procurement, we have indicated 
that we would like to receive bids on such and such an item. 
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Mr. Roosrveir. Was there any investigation made of your com- 
pany before they put you on a qualified list of bidders after you had 
indicated an interest in them ¢ 

Mr. Gieert. There is an investigation, which is a form that they 
send to us and you fill it out. 

Now, this form lists your plant facilities, the square footage of 
your plant, the number of personnel, your financial rating and items 
of that nature, and facilities with regard to equipment and some 
engineering personnel and it is strictly a form and each individual 
organization can put anything they want to in it according to their 
own desires, you might say. 

Mr. Roosrvect. In other words, they do not make a first hand check 
of you? 

Mr. Giperr. No. 

Mr. Roosreve.t. You simply submit information on your own to 
them ? 

Mr. Giipert. Yes, sir. I would like to state that I havea engeeetion 
in the latter part of my testimony here that may throw light on 
that. 

Mr. Roosevert. Thank you. 

Mr. Grizert. In conclusion, I should like to say that since January 
3, 1955, to and including March 5, 1955, our company has returned 
33 completed invitations to bid. We have been awarded 1 small con- 
tract and our percentage of contract awards was approximately 1 
out of every 12. 

I have attached to the statement a list of the invitations to bid 
mentioned above. I am also attaching to this statement a suggested 
program that we as a small manufacturer believe will eliminate 
duplication, confusion, and suspicion in relation to small business 
and Government contracts. 

Mr. Roosrevett. Can we just make that part of the record ? 

Mr. Giserr. I would like to cover certain features of it. It is 
rather lengthy. However, I will cover only the pertinent points at 
the moment and I would like to submit it as part of the record. 

The reason for our obtaining only 1 out of 33 bids that we have 
submitted since January 1 is because there are a lot of small bidders 
that are entering the field, and if you observe any of the abstracts 
of these bids you will find there will be somewhere as much as 500 
or 600 percent between the lowest bidder and the highest bidder. 

Now, that is not logical. There is some reason behind that. What 
is the reason and what is the thing that causes that ? 

This great difference is generally developed because small business 
is bidding on a “guesstimated” basis. They look at the item they 
are to bid and they say, “Well, it will take 4 hours to build it and 
maybe $20 worth of material. We will bid so much,” rather than 
using a normal cost-analysis breakdown, which is basically the method 
used by most any organization if they are going to be close to what 
the actual cost is. 

Variations in the development of the bid may be from the ingenuity 
of the plant, the ability to use their equipment for several different 
operations, their location as far as labor costs, and their overhead 
factor. They cannot tell that unless they run an actual cost analysis. 

Well, these small businesses that are coming into the field are not 
familiar with that, and they do not carry that as a procedure in their 
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bidding and for this reason when they bid that way and they get a 
bid, they either go bankrupt or cause a contract termination for non- 
delivery, which is definitely a very expensive thing from the stand- 
yoint of the Government, because when that occurs the Government 
fan to spend a lot of time working with that organization, either 
terminating the contract or going into the termination of the con- 
tract and the bankruptcy procedure, which definitely does the thing 
that is not desired, and that does not give delivery of the item to 
the Government which, after all, is the prime factor. 

It seems to me a potential possible solution to that would be that 
the SBA or the Government procurement agencies develop a pro- 
gram wherein they provide an evalating team. é 

This evaluating team would be made up of small business repre- 
sentatives and Government personnel or down-to-earth people that 
have had experience in the field. 

Whenever a small business desires to become a contractor for the 
Government, this evaluating committee can review that plant, not 
through just these forms, but by actually making a study of the plant 
at that time, and they can get their complete story at that time of 
what the plant is capable of doing. 

They can evaluate the method in which they set up their bids, how 
to determine their cost analysis, and do they have the equipment, do 
they have the financial backing, can they carry out that bid / 

That record then could be supplied to all procurement agencies and 
they could be certified as a potential contractor, up to a certain finan- 
cial status and up to a certain plant facility status. 

When that is determined, then the procurement agencies, when they 
send out the bid, will send only to these certified potential bidders. 
Also, as this small business has indicated its interest in Government 
business, if they are lacking in certain factors, the SBA can through 
the services that they have now, they can go in there and help that 
plant to develop what they are short on. If they are short on cost 
analysis, they can give them the data to help them bring that part up. 
If they are short on certain personnel, they can review the situation 
and help them in that. 

Now, I think that the SBA, as it is operating, is doing a very good 
job. They are providing small business with a lot of good informa- 
tion. It 1s not pinpointed as to certain specific factors that I may 
want on my own, but if I dig far enough, there are a lot of things that 
I can find that would be very helpful to me. 

With all of that, I believe that the Government procurement agen- 
cies would be interested in placing more business for small business. 
As it is now, with the situation of “guesstimates” and the factors that 
they receive, they know that on a lot of these occasions they are not 


going to get delivery of the item and, after all, that is what they are 
interested in. 


Well, if this can be eliminated by certifying these people, the pro- 
curement agencies then will be more interested because they would 
feel that the little business, if it bids, is going to be more assured of 
making its delivery ; they are not going to go bankrupt and they are 
hot going to have to terminate because delivery was not made. 


Also, this is going to stimulate small business to act in placing more 
business, 
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Take ourselves as an example. The average bid costs us around 
$35. We bid 33 bids and we get 1 small contract and that indicates to 
us that with the situation as it is, it is not logical that we should con- 
tinue to bid until we analyze, make a cost-analysis breakdown, so that 
we know, instead of having these “guesstimates” in there, so we will 
know if we should spend money to try to compete with those bidders 
and as this other thing takes place, we will get back into the field 
because it is going to be competitive and the cost analysis of our plants 
plus their plants determines whether we are going to be able to become 
contractors. So, that will stimulate small business getting back in 
and bidding more. 

All of this, I believe, will be extra work as far as the Government 
is concerned in supplying the evaluating teams, but this extra cost will 
be offset by the expenses now that they are paying on the other end. 
They are paying that expense now by cancellation and by bankruptcy 
procedures on the contract and all of those factors and if they transfer 
that expense to the front end, then the result will be that the Govern- 
ment procurement agencies will get their materials on time, when 
they need them. 

I have a few more suggestions that pertain to small business. These 
have been developed from talking to many small-business men and 
they relate to other factors of Government procurement. One is 
this: We have been producing bids and producing contracts with the 
Government for about 7 years. We try to utilize about 40 percent of 
our plant in Government business, that is, plant volumewise, not 
dollar volumewise, and 60 percent in commercial business. 

However, during that period of time, we have not at any time 
been approached by any Faseuninieilh procurement agency to take a 
development contract. We have good engineers, we have good plant 
facilities, and there are a lot of small businesses that are in that 
category, and every time that we run down some of these experimental 
or development programs, we find that they are in the hands of big 
business. Regardless of whether it is a $5,000 contract or $1 million 
contract, it is in the large business hands. 

There may be something that can be done to stimulate the interest 
of the small businesses in this particular field. 

Now, a small business, when they make a bid to a Government 
procurement agency, must turn around and find some service in the 
area—that is, a commercial service—to find out what the abstract 
was on the bid. They cannot afford to have representatives all over 
the United States at these various procurement agencies and therefore 
they pay this commercial service and it appears to me that at a very 
small cost it might be possible for the Government agency that is 
advertising the bid also to furnish those people that go to the expense 
of putting in a bid, the abstract of the bid, because this contains very 
pertinent information for the small-business man. 

Another procedure that is very difficult to handle by a small business 
is the inspection by the military. 

Now, the inspection officers, taking our company as an example, 
in Kansas City, have a good many contractors that they must handle 
in the area. If the contract is large enough and it demands full time, 
otherwise they are producing a certain number of things that are 
going out the door every day. The Inspection Office will supply one 
inspector and assign him to that plant. Therefore, the inspector 
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becomes thoroughly familiar with the equipment and the requirements 
of the Government. In this manner, he accepts good products, and 
the plant becomes aware of the items that the Government feels are 
most important and is capable of producing the items to the require- 
inents for the Government. 

Now, it is impossible for any specification or detail to go into the 
thing, but that there is not some personalities entering into the field 
of selection, as to how far this item should go. 

Therefore, it is up to the Government inspector to make decisions 
on certain factors. One of the things they lean on is poor work- 
manship. 

Now, that certainly is taking in a tremendous field, so in the case 
of a small manufacturer where he does not need a volume large enough 
that requires a constant inspector on duty all day long every day, he 
only calls for an inspector when he has a product ready to be accepted 
or submitted. 

At Kansas City, I believe, and I may be wrong on this figure, there 
are 23 inspectors in that office. Some of them are nhigael to plants 
but I believe there are 14 of the 23 that are on the basis of floating 
inspectors. They go to this plant today and that one tomorrow and 
so forth. 

Well, that means we have 14 different personalities to deal with 
every time we call up and say “we got some more of a product to be 
accepted.” 

We may have a different one of those 14 men. If we have gone 
through the blueprint stages, and also the specification stages, by 
taking each item and proving that this thing and that thing and so 
forth meets the specifications and the drawings and measurements and 
details, then it is a case of going back to the other workmanship. 

I believe that any one of us could look at it now and see it dif- 
ferently, and that is, that is the problem that we have with these 
inspectors. If a man comes into the plant today, then we satisfy this 
fellow and we have completed the unit as to his requirement, and then 
tomorrow a new man comes in and he does not know and he does not 
care what the man stated the day before. He has the problem in his 
own mind the way he sees it, so he must evaluate it from that stand- 
point. 

I believe the solution to that is to have one inspector assigned to 
a contract in a plant so that he conducts that contract to its conclusion 
in that manner and those factors would be eliminated. 

I believe that finishes my statement. Thank you. 

Mr. Rmeuiman. Mr. Chairman, I would like to comment on Mr. 
Gilbert’s constructive approach to this program of procurement and 
inspection, particularly ause, again, that is something that has 
been of great interest to the Committee on Government Operations, of 
which I am a member. 

I suggest to you as acting chairman, and to our chairman also when 
he comes back, that when our report is written, we give every real 
consideration to some of the suggestions Mr. Gilbert has made, as we 
have to the others, which appear to have considerable merit, and which 
apparently would be of great help to these small men, who do have 
a probes and who are struggling with this inspection program. 

think that his statement and his suggestions have been very con- 
structive and very helpful. 
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Mr. Roosrvett. Thank you, Mr. Gilbert. 

I would like to agree very strongly with that, Mr. Riehlman. Mr. 
Gilbert, I am sure that you have made very constructive suggestions 
and I am sure that Mr. Multer, when he comes back, will agree with 
Mr. Riehlman that the suggestions that you have incorporated today 
into our record deserve further study for our report and we are very 
yrateful to you for this fine statement and for the time and attention 
you have given to us. 

If you do not mind it, counsel would like to ask you a few ques- 
tions and then if Mr. Barnes or anyone present from SBA would like 
to ask you a question or two, would you mind giving them the op- 
portunity ¢ 

Mr. Maness. Mr. Gilbert, I notice in your prepared statement you 
have included a letter of November 18, 1954, from the Small Busi- 
ness Administration addressed to you and signed by a Mr. Curtis E. 
Anderson, Chief, Procurement Assistance Division, Office of Pro- 
curement and Technical Assistance, and that you responded to that 
letter on November 23, 1954. 

Did you ever receive a reply from Mr. Anderson to that letter? 

Mr. Gitpert. Not specifically, sir. We received the information 
through our Washington representative from his conversation with 
Mr. Anderson. 

I might state that we certainly wish to thank the Small Business 
Administration in Washington for their fine help in considering our 
problem and listening to the development of the things that I have 
presented here and the suggestions and the help that they have 
provided. 

Mr. Mangss. I notice in the letter of November 18 of the Small 
Business Administration, specifically referring to the third para- 
graph which begins: 

SBA has no information relative to the cause for cancellation of the subject 
procurements. * * * It can be stated, however, that such procurement cancella- 


tion would have been issued by the Ordnance Ammunition Center rather than 
the St. Louis Ordnance District. 


At any time, did they give the information you required or 
requested ? 

Mr. Gitnert. No; I do not believe they did, sir. I did not receive 
the information. 

Mr. Maness. Then, when you said that they were of service to you, 
you are referring to the printed material and information that they 
put out for aid and benefit to small business? 

Mr. GiiBert. Yes, sir; plus any other factors that Mr. Mason has 
worked on with their office and they have been very helpful in guiding 
and suggesting things that we should do. 

Mr. Maness. In any specific case, Mr. Gilbert, were they helpful 
in getting a military contract for you? 

Mr. Giterrt. Well, the local representatives have, in many in- 
stances, guided us. 

For instance, we have one of the bomb fin bids that is working 
in the St. Louis district to, I believe, the arsenal outside of Chicago 
and the Small Business representative in that area, a Mr. George 
Depew, in Kansas City, has been working very closely with us, sug- 


gesting that we prepare this information, and it has been very helpful. 
That is a local organization. 
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Mr. Roosevett. It is regional? 

Mr. Giupert. Yes, the regional office. 

Mr. Barnes. I have one or two questions, Mr. Gilbert. You under- 
stand, I am sure, that the programs that we have in our Kansas City 
and Washington offices are directed toward giving you opportunities 
to bid on these contracts, and general information about them and not 
to get a specific contract in your plant ? 

Mr. Gitperr. Yes, sir. 

Mr. Barnes. I mean, that is what you intended to inform Counsel 
and that is what you meant a minute ago, was it? 

Mr. Girpert. Yes. 

Mr. Barnes. The certificate of competency program operated by 
the Small Business Administration, where, in the case of a winning 
bidder, his bid is rejected in favor of a higher bid—is that program 
familiar to you, sir? 

Mr. GitBert. Yes; to some extent. 

Mr. Barnes. But is only applies in—well, it does not apply in the 
situation you described here because the bid was canceled. 

I merely want to state or want to indicate to you that the sugges- 
tions which you have made are good ones but either pertain to “the 
Defense Department or in the case of the task forces, would require 
additional employees and things which are not subject to administra- 
tive decision without consulting with Congress, and all the problems 
that are involved in setting up additional employees do that—you 
understand that, too, sir? 

Mr. Gitpert. I do, sir. 

Mr. RoosEveir. Well, Mr. Barnes, if I may just interrupt 

Mr. Srety-Brown. I want to ask that question, too. 

Mr. Roosevetr. I think Congress normally is very cooperative in 
giving any excutive agency of the Government the materials with 
which to do the best possible job, and I do not think we can shove off 
on the Congress the job of recommending how the excutive branch 
should operate most efficiently to do the job. 

Mr. Srety-Brown. I want to comment on the same general point. 
I think it would be very helpful if the Small Business Administration 
could analyze the recommendations made by Mr. Gilbert and advise 
this committee as to how many of those rec ommendations, if they are 
proper ones, how many of them require additional legislation to carry 
out the recommendations and how many of the recommendations that 
he made are recommendations that could be handled administratively 
by the SBA under its present authority. 

Mr. Roosrvetr. The general impresion that he gave me was that. 
there was little or no legislation needed. 

Mr. Srety-Brown. That was my offhand feeling also, until Mr. 
Barnes ee the question that he did. 

Mr. Barnes. We will be glad to do that. I merely meant to lay 
the ahelguawaak in saying that this was not a thing that I could answer 
today without more joule ysis and study, and that we certainly would 
be glad to do that. 

Mr. Roosevett. Thank you very much, Mr. Gilbert. 

(The material sulnitted by Mr. Gilbert is as follows :) 
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366 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


IremMs To BE CONSIDERED 


May we suggest that a procedure be outlined that will help small businesses 
and reduce Government costs. They are as follows: 


I. BASIS FOR ESTABLISHING PLAN 


(a) Evaluation of several contract bid abstracts indicates a very wide 
margin between the lowest and highest bidder. 

(b) Why this great difference? The reason being most small business bidders 
are not familiar with cost analysis and proper bidding calculations. Therefore 
we suggest SBA assist the bidders with proper details and procedures. 

(c) The Government spends large sums of money for contract followup and 
expediting (example, we must report to a Government representative who calls 
on us approximately every 10 days from the local expediting office and give them 
a detailed status report of every contract that we have). 

(d) If contractor goes bankrupt or falls down on delivery, causing contract 
termination, many more Government dollars are spent by Government people 
handling the details involved. 

Also, delivery of the items involved is not made to the Government, which 
after all is the prime facter and the reason for the contract in the first place. 


Il. ITEMS TO BE EVALUATED 


(a) Many of the small businesses are not familiar with contract bidding or 
cost analysis, therefore their bids are “guestamets.” 

(b) With this condition, the actual cost to the Government, as an average due 
to bankruptcies and contract terminations, is considerably above what it should 
be. 

Ill. WHAT ARE THE RESULTS OF THESE CONDITIONS? 


(a) Many potential small-business contractors do not bid, as they know the 
low bidders giving “guesstimates” and inaccurate quotations will be in the pic- 
ture; therefore, legitimate, capable people will not spend their time or money to 
make the quotation. 

(b) Delivery of many of the items are delayed for long periods, which creates 
hardships in the Government agencies needing the material. 

(c) This, therefore, influences the military to withhold items from this type 
of procurement that would, otherwise, be good business for small business. 


IV. WHAT IS A POSSIBLE SOLUTION ? 


(a) It is recommended that the Small Business Administration or military 
create an evaluating section that will preevaluate all small contractors desiring 
to do business with the Government and certify or certificate those that are 
in the position to properly make bids because of their cost accounting procedures 
and those that have materials sources and plant facilities to do the jobs in their 
field. 

Many small businesses when evaluated and were found not in the position to 
be certified could be given the data necessary by the Small Business Admin- 
istration to study and bring their facilities up to the standards necessary to 
become a potential Government contractor. An arrangement to handle this pro- 
cedure is as follows: 

1. A group of down-to-earth experienced teams of people, to be listed as 
evaluators, should be selected. The evaluators will review the small business 
involved and indicate their standings as potential contractors or indicate the 
help or items that they are short so that the Small Business Administration 
may help them become a certified potential contractor. 

2. All small business desiring, or whom the Small Business Administration 
can influence to be interested, would be reviewed at their plant by a team 
of evaluators. Each team would include in their evaluations the follow- 
ing items: 

(a) Review the accounting system of the plant, determining if it 
includes business cost accounting and is the cost aceounting used in 
computation of bids. 

(b) How-are bids developed and is it adequate to cover all phases of 
the costs involved, including overhead and materials. 

(ec) Review engineering and production planning. 
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(d) Review scheduling, material sources, if adequate labor relations 
and labor supply. 

(€) Review plant equipment and facilities. 

(f) Review financing of all jobs. 

(9) Report and indicate sections approved and recommendations as to 
needs to bring the potential contractor up to the standards which shall 
be provided by the local SBA office. 

(h) SBA to certify all qualified plants and inform all military pro- 
curement agencies accordingly. 

(i) SBA to evaluate sections of the plant analysis that need help 
and contact the small business involved ; discuss and arrange to provide 
training material to bring them up to standards. 


Vv. RESULTS OF THIS PROCEDURE 


(a) The SBA would show the military the standards the SBA plants must be 
meet to be certified, which should stimulate military placing of more business with 
small businesses, as they will feel the bids are more realistic and the delivery 
can be more or less assured. 

(b) SBA can help reported plants that did not measure up to the standards, 
getting acquainted with the items they need assistance to develop and eventually 
bring them up to certified potential contractors. 

(c) More qualified firms will be induced to bid as the “guestamets” are elimi- 
nated or reduced, thereby providing a chance for normal profits to be made from 
Government business, based on the ingenuity and functions of the individual 
plant. 

(d) The cost to the Government for operating this plan should be more than 
deferred by the savings developed by the reduction in bankruptcy cases, and 
delivery terminations. 


AS FURTHER RECOMMENDATIONS 


(a) Why don’t small businesses get contracts pertaining to experiment or 
development, based on negotiations or time-and-material cost-plus arrangements? 

(b) Suggest that the governmental agency advertising each bid send copies of 
abstract of each bid to all bidders, especially in the small-business field. Other- 
wise, the small business is required to spend quite a bit of money trying to keep 
up with the abstracts, abstracts being a source of valuable information. 

(c) Small business, generally, does not develop sufficient Government busi- 
ness to allow the cognizant inspection office to assign a full-time inspector in 
their plant. This being the case, that the inspector handling the work today 
will be difficult from the one that will be handling it tomorrow and, in view of 
that, every inspector has a different manner of evaluating items that are not 
detailed on drawings or specifications and the small contractor is constantly in 
hot water trying to satisfy all of the various inspectors as to their individual 
wants. 

It is recommended that the inspection offices be instructed to assign only one 
inspector to handle the work on each separate contract; therefore, when he 
becomes thoroughly familiar with the items it is unnecessary for a constant 
schooling of new inspectors and their wants and the contract can be adequately 
and properly handled. 


Mr. Mutter. Mr. Bison, if you will come forward, please, and iden- 
tify yourself for the record. 


STATEMENT OF HENRY BISON, ASSOCIATE GENERAL COUNSEL, 
NATIONAL ASSOCIATION OF RETAIL GROCERS 


Mr. Bison. Mr. Chairman, my name is Henry Bison, Jr. My ad- 
dress is 917 15th Street NW., Washington, D.C. I appear here today 
representing the National Association of Retail Grocers. 

Mr. Chairman, I can summarize this statement. It is not long, but 
I can summarize it if that is your wish. 
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Mr. Mutter. You proceed as you please. We can make it a part of 
the record and you then summarize it, or whichever way you think 
will be most helpful. 

Mr. Bison. Then I will just read it hurriedly and summarize the 
paragraphs that are not so important. 

Mr. Mcurer. The entire statement will be made part of the record. 

Mr. Bison. Thank you. 

This association was organized in 1893 and has its headquarters 
office at 360 North Michigan Avenue, Chicago 1, Ill. It represents 
independent food retailers located in every section of the Nation. 
Affiliated with it are over 400 State and local grocer associations. 

This June in Chicago, it will hold its 56th annual convention. 

The members of this association operate approximately 112,000 
food stores. Both as to size and type of operation, it is impossible to 
fit them into any precise pattern. There are small stores with annual 
sales of less than $100,000, and those selling several million dollars 
worth of merchandise under 1 roof in 1 year. 

Approximately 15,000 of the associations’ members operate large 
supermarkets and in this classification nearly 3,000 have stores with 
$1 million or over in annual sales volume. 

The association, therefore, has within its membership a representa- 
tive cross section of independent retail grocers from the large to the 
small, including both service stores and self-service stores. 

Nationally, independent retail grocers account for the major pro- 
portion of all retail grocers store sales. In 1954, out of the $34,993 
million total sales for all retail grocery stores in the United States, 
en sold $22,745 million, or approximately 65 percent of the 
total. 

Now I cite these facts for the purpose of giving a brief description 
of the membership and organization of the National Association of 
Retail Grocers as it relates to the structure of the industry generally. 
It is hoped that this will aid you in weighing the testimony we will 
give on the operation and activities of the Small Business Adminis- 
tration. 

Before proceeding, however, I should like to thank the members of 
the subcommittee for devoting so much of their valuable time to this 
matter. We feel that your efforts in conducting these hearings to dis- 
cover the facts with respect to the operation of the Small Business 
Administration are a valuable service to the entire Nation and not just 
to small business. 

The subject you are considering is one of vast importance to our 
national welfare and our economic well being. Independent busi- 
ness, represented by thousands of concerns in this country, is truly the 
lifeblood of our free-enterprise system. From it flows the indispen- 
sable energy that keeps our free economic system running with in- 
creased efficiency. It provides the competitive force that stimulates 
new ideas for increasing productivity and giving better service to con- 
sumers. In the retail food field this is best illustrated by the acknow!l- 
edged fact that independent grocers conceived and pioneered the devel- 
opment of the modern-day supermarket. 

I will skip the next paragraph, Mr. Chairman, with your leave, 
in order to continue. It has not been the case, Mr. Chairman, that 
independents have been driven out of this market, and as a result of 
this independent grocers have remained the dominant competitive 
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force in the industry. This factor has made the retail grocery indus- 
try one of the most highly competitive in the United States. The result 
is not only the modern and efficient food stores we see in every city 
and town, but a continuing reduction in the percentage of consumers’ 
dollar spent for operating these stores. Today many retailers operate 
on net profit of around 2 percent—2 percent of sales. 

To preserve this efficient system of distribution, it is essential that 
independent food retailers be given an equal opportunity to succeed 
and grow larger. There must be no artihcial impediments standing 
in the way for them to expand their business by acquiring new stores 
or improving their present facilities. Particularly it is necessary that 
they not be denied adequate sources of capital just because they may 
be in the category of small business. 

These, gentlemen of the committee, are some of the reasons why we 
commend you for your action in holding these hearings and why we 
consider it a privilege to be represented here today. 

Our testimony on the matter before you, namely, the operations and 
activities of the Small Business Administration, will necessarily be 
limited. This is because we have had little experience with SBA 
activities. 

Our earliest contact with this agency was in November 1953, 3 
months after the Small Business Act of 1953 was passed. At that 
time we were concerned with a liberalization of SBA loan policy so 
that retail grocers would be eligible for loans for expansion and mod- 
ernization purposes. We contended that such credit is frequently not 
available at banks because of the long terms needed and other legal re- 
strictions. We also asserted that retail grocers were as good a credit 
risk as business in the manufacturing group and that if an institution 
such as SBA is created to help small business, its loan policy should 
not exclude retailers as being eligible for assistance, or loans, and we 
had taken the matter up with SBA officials and were told at one time 
that it was a matter to be determined by the Loan Policy Board. 

We presented these views to officials of SBA and urged them to take 
appropriate action. We were told that this matter was one for de- 
termination by the Loan Policy Board of the Small Business Ad- 
ministration. 

On November 20, 1953, we were informed by Wendell Barnes, him- 
self, that the loan policy statement was revised as of November 16, and 
it “operates to make small-business concerns engaged in food retailing 
eligible for loans.” This was gratifying news to us and represented 
a change which we felt the Congress intended when it passed the Small 
Business Act. 

A few days ago, before preparing this statement, I asked an official 
of the SBA to give us a list of retail grocers who have been granted 
loans. This was done and the list received was checked by our head- 
quarters to see how many of our members were recipients of loans. 
We find that out of the list containing 35 names and involving loans 
of $1,183,575, 15 are members of the National Association of Retail 
Grocers. Loans approved for these members by SBA through Feb- 
ruary 28, 1955, amount to $540,000. 

I might say some of the names show they are in gasoline retailing, 
too, or cold-storage warehouse or something; but at least part of their 
operation was retail groceries. 
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Now we found in checking this list—and this list covers business 
loans only, approved to retail grocers, that the 15 have loans approved 
for them only. 

Now we present this statement to you, Mr. Chairman, and gentle- 
men of the committee, without any comments or conclusions, because 
we have no real standard to judge by. We thought possibly it might 
be some help to you, as it was to us, to know just how many independ- 
ent retail grocers received loans. We didn’t know ourselves. 

I might say, though, that there are approximately, according to 
consensus of business, about 338,336 retail grocery stores, including 
chains, of those outlets there are about 17,000 outlets in what they call 
‘a category chain, meaning 11 multiple units. That left 340,000. 
There are approximately, then, 340,000 or 340,904 independent retail 
grocery stores in the United States, and of that total 35 grocers have 
been granted loans by SBA. 

We also have taken a sixth annual survey of our modern stores 
spending plans. That is in this magazine that I gave to you with 
the statement. In that survey, we have shown on the basis of con- 
ducting with our members, we have shown that some 7,500 members 
will build new stores; 12,000 will remodel their present stores, and 
I might add that 25,000 members have indicated they will buy new 
equipment. 

You will see in this magazine, gentlemen, the importance of design 
and up-to-date stores, and what efforts we are making to improve 
the design and the outlook and the presentation of the stores. It 
is very important in the competitive market to have a store which is 
a thing of beauty. 

It should be emphasized that it is not accurate to judge the number 
of loans given to small business in the retail grocery field simply by 
comparing it to the number of applications filed. 

In a few cases, members have told the association that they were 
discouraged from filing applications for loans by SBA officials in 
its regional and branch offices. 

One member, for instance, was told at an SBA regional office that 
since he did not own his store, it would be futile for him to apply 
for a loan. He was informed that SBA made very few loans in the 
retail business and that SBA did not want them primarily because 
most of the assets held by such operators could not be considered as 
adequate security. 

His impression was that SBA’s primary interest was loans in the 
nature of first mortgage trusts on seasoned real estate. I should add 
at this point that this member is an aggressive, ambitious, and suc- 
cessful merchant and a former president of a local grocer association. 

I say that it is obvious that when a man of such ability and promi- 
nence was turned down, few if any grocers in the same community 
would consider it worthwhile even to apply. 

For that reason, it is felt by us, at least, they cannot measure this 
against applications. 

Now in considering the services SBA renders to independent food 
retailers, it is important to note the fact that these retailers comprise 
the largest group of small-business concerns in the United States. 
The position of this association is that since it is the declared policy 
of Congress that SBA aid, counsel, and assist small business, that 
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agency should accord independent grocers consideration and attention 
commensurate with their numbers and importance in the maintenance 
of free competition. 

And one step we recommend to the committee and to the agency 
is the appointment of leading independent retail grocers to the Na- 
tional Council of Consultants and the Regional Board of Advisers 
which advises SBA. We feel that independent food retailers have as 
much to contribute as any group of businessmen in assisting SBA 
to improve its operations so as to effectuate more completely the intent 
of Congress in creating this agency. 

Our understanding is that no retail grocer is a member of these 
advisory bodies today, although we have filed an application for 
one man in particular, but we have not received any word as to whether 
his application was accepted—or what happened to it. It was filed 
some time ago. 

We do feel this way about it: We feel that independent food retail- 
ers have as much to contribute as any other group of businessmen 
in assisting SBA to improve its operations so as to effectuate more 
completely the intent of Congress in creating this agency. 

As to the other activities of SBA, namely, procurement and man- 
agement and technical assistance, we can say little or nothing because 
our members generally have not had any contact with these activities. 

This completes our testimony, Mr. Chairman and gentlemen of 
the committee, and we again express our appreciation to each mem- 
ber of the committee for allowing us the opportunity to appear and 
present our views. 

Mr. Mutter. Thank you for being with us. 

Could you give us the identity of the regional office that turned 
down this applicant that you referred to, Mr. Bison ? 

Mr. Bison. It was Cleveland, Ohio. 

Mr. Mutter. Mr. Seely-Brown ? 

Mr. Srety-Brown. That was the same question I wanted to ask. 

Mr. Bison. I don’t know how representative that is. We don’t 
claim it is. That was one case. This particular man—I would rather 
not mention his name because I don’t have his permission to do so—— 

Mr. Mutrer (interposing). We don’t need the name of the appli- 
cant, if we have the office identified. 

Mr. Barnes is still with us and we can make appropriate inquiry, 
and he can find out. 

Mr. Bison. He came from Columbus, traveled to Cleveland, and 
had very great difficulty in getting the application. They didn’t 
want to give him the application because they said it was futile. But 
he did get the application and filled it out, and then found out it was 
futile. 

Mr. Maness. Mr. Bison, you indicated you forwarded a letter to 
the Small Business Administration nominating or designating an 
individual for National Council ? 

Mr. Bison. Yes. 

Mr. Maness. Do you have the date of that ? 

Mr. Bison. I can tell you this, We at one time wrote to Mr. Barnes 
and asked him about this—I forget the exact name—the National 
Consultants, or body of consultants, and suggested that possibly we 
might wish to have some members or some of our people on that, and 
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he or some of his associates sent us a form which you fill out along 
with a biographical sketch. 

Our records show that we sent to SBA in October of last. year a 
letter giving this information, and this man that we have in mind 
— in this form requesting that he be made a member of this advisory 

ody. 

We have had no indication as to what happened to that particular 
request. 

Mr. Maness. You didn’t forward it? The individual himself 
forwarded it? 

Mr. Bison. He forwarded. We corresponded with him, and he for- 
warded it. 

Mr. Mutter. Thank you, sir. 

Mr. Barnes, do you want to make some comments? 

Mr. Barnes. Mr. Chairman, just one: that is that most associations 
that have wished representation have seen us and have extended the 
courtesy of giving us a number of names from whom to make a selec- 
tion; and I am perfectly willing to have your association confer with 
me about that at any time that you wish. I don’t know any of the 
details about the one name that was submitted. But if you want to 
take that up with me or my office at some future time, I will be glad 
to have you doso. 

With reference to the loan matter in Cleveland, you don’t know, of 
course, whether there was any collateral offered at the time this man 
sought a loan there; do you? 

Mr. Bison. No. I don’t know the specific facts of that situation. 

Mr. Barnes. Well, let me state our policy, which is that certainly 
we are interested in the retail grocers of the country, as we are in any 
other time of small business and have been encouraged as a matter 
of fact to see that members of retail grocers have been increasing 

Mr. Bison (interposing). The number increasing? I don’t believe 





Mr. Barnes. I saw some figures indicating there had been an in- 
crease in them. It may have been retailers generally, rather than 
just grocers. 

But we certainly have no policy that would in any way preclude a 
grocer from coming under the same terms, of any other retail or whole- 
sale or manufacturing establishment. They are decided on individual 
cases. 

It is true that if a man does not have the collateral or the earnings 
record that would indicate it would be a case that we could pass on 
successfully, that is indicated to him, and it is indicated that it is 
probably a lot of time and cost might be involved in processing an 
application, and that what is needed to complete the file is that. 

But certainly there is no reason—I don’t know whether the Cleve- 
land office has made any loans to grocers, but I am very certain they 
would be perfectly willing to. We merely ask that there be an earn- 
ings record that comes up to our standards, and we judge them all by 
somewhat the same standards. 

I don’t have anything further to say about that. If you believe that 
he does have adequate collateral earnings, I will be glad to have you 
write him and suggest that he go back to Cleveland. If you give me 
his name I will see to it that his loan application is accepted and proc- 
essed all the way through. 
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Mr. Bison. Mr. Chairman, I think this particular member that we 
are referring to here did receive a loan through private sources, after 
that. 

Mr. Mutter. The SBA cannot make a loan if he can get it elsewhere. 

Mr. Bison. The only reason I brought that up was not to sit here 
and cite that as an example of being indicative of what was going on 
through the country. I brought it up to say you can’t measure it 
against applications. 

Some people don’t file. They know successful merchants that have 
filed applications and were turned down, and that was the reason I 
brought that up. I am not condemning SBA. 

Mr. Mutrer. Thank you, Mr. Bison. 

Mr. Bison. Thank you very much. 

Mr. Muurer. We will revert to Mr Brainard, then. 

Mr. Brarnarp. Mr. Chairman, I took the opportunity for a moment 
of going out and telephoning counsel, taking your advice. 

Of course I couldn’t come here with a battery of lawyers as a Gov- 
ernment office can, and it has been very difficult. 

Mr. Muurer. You have had at least two lawyers at least, most of 
the time, trying to protect you, on the committee. 

Mr. Bratnarp. [ would like an opportunity, tomorrow, with an 
attorney, to talk with whoever is here with our union people. I think 
Mr. Barnes will have someone here, and if I may have that oppor- 
tunity at that time, I will appreciate it. 

Mr. Mutter. You may have the same opportunity. 

If there is nothing more, we will recess now until 10 o’clock tomor- 
row morning, at which time we will hear Mr. Pike, Assistant Secre- 
tary of Defense, and Mr. Mansure, Administrator, General Services 
Administration, and then continue with other witnesses. 

Witnesses on the Brainard matter are due to be here at 2 o’clock 
tomorrow. 

Mr. Barnes. Do you have any specific witnesses from our agency 
that you would like to hear? 

Mr. Motrer. I think it might be well to have Mr. Benedict here 
tomorrow afternoon, because they will testify, I believe, as to conversa- 
tions with someone in that office. 

Mr. Barnes. All right, sir. 

Mr. Mutrer. And Mr. Triest, of the Triest Manufacturing Co., is 
to testify tomorrow afternoon. I don’t know who in your office would 
know about that. 

Mr. Barnes. We will have someone here, then, Mr. Chairman. 

Mr. Mutrer. Then we will stand adjourned until 10 o’clock tomor- 
row morning. 

(Whereupon, at 4:10 p. m., Wednesday, March 9, 1955, an adjourn- 
ment was taken until 10 a. m., Thursday, March 10, 1955.) 
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Untrep States House or REPRESENTATIVES, 
SeLect CoMMITTEE ON SMALL Business, 
SUBCOMMITTEE No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 1435, New House 
Office Building, at 10:07 a. m., Hon. Abraham J. Multer (chairman 
of the subcommittee) presiding. 

Present: Representatives Multer, Roosevelt, Riehlman, and Seely- 
Brown. 

Also present: Irving Maness, subcommittee counsel. 

Mr. Mutter. Good morning, gentlemen. This hearing will please 
come to order. We are rivileged to have with us this morning the 
Assistant Secretary of Defense Mr. Pike, and Mr. Mansure, the 
Administrator of General Services Administration. 

We will hear both of those gentlemen, and any other members of 
their staffs who may appear and then we will continue with the hearing 
of other witnesses. 

Do you gentlemen have any preference as to the order of appear- 
ance ? 

Mr. Prxe. As far as I am concerned, Mr. Mansure can lead off, or I 
will be glad to lead off. 

Mr. Mvutrer. All right. 

Mr. Mansure, will you come forward, please ? 

Mr. Mansvre. Fine. 

Mr. Mutter. This is Edmund F. Mansure, Administrator, General 
Services Administration. 

Mr. Mansure, you may proceed. 


STATEMENT OF HON. EDMUND F. MANSURE, ADMINISTRATOR, 
GENERAL SERVICES ADMINISTRATION 


Mr. Mansvre. It is a pleasure to appear before your committee. 

GSA was created by the enactment of Public Law 152, as amended, 
by the Congress in 1949. Mr. Riehlman, a member of your committee, 
participated with other Members of the Congress in drafting this 
act which was passed by the House without a dissenting vote. 

General Services Administration covers a span or less than 6 years. 
You can readily understand and appreciate the difficulty of resolving 
in a short period Government eicthdonns generated over a period of a 


century and a half. 
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In order to fully understand Public Law 152, I have studied the 
original Hoover Commission reports, as well as the hearings before 
the Government Operations Committees of both the House and the 
Senate. It was understood, in the beginning, that an agency of this 
type was essential in the field of procurement of Federal supplies for 
all the executive agencies of Government, the utilization of excess and 
disposal of surplus property, the Public Buildings Service and in the 
field of transportation and public utilites. 

In order to accomplish the object, purpose and intent of the Con- 
gress, it was essential that our agency secure the services of trained 
personnel from other departments of Government, as well as industry, 
who had exact knowledge of the problems generated in each of the 
areas mentioned above. 

It is apparent that what the Congress had in mind and the taxpayers 
expect to see accomplished is that Government operations shall become 
streamlined, efficient and more economical. 

In the beginning, it was expected that delegation of authority would 
be granted from time to time by GSA to other departments of the 
Government. The reason for this was evident, Here was a new cen- 
tral concept in the Government of the United States. It was recog- 
nized that there were 50 or 60 separate purchasing divisions; trans- 
portation and public utilities division, public buildings facilities and 
disposal divisions, each enjoying separate status resulting in duplica- 
tion of purchases when excess property to the needs of one department 
of Government could have been made available to satisfy the require- 
ments of a separate and distinct agency of the Government. 

We have 10 regional offices whose function is services to all of the 
executive departments and agencies of the Government in the areas 
outlined above. 

I came to Washington from private industry with some misgiving, 
reluctance, and hesitancy. The average American had read a great 
deal about a so-called inefficiency existing in Washington. I have now 
been here almost 2 years and I am pleased to state to this committee 
that it was refreshing to learn that there is more confusion than in- 
efficiency. My experience is akin to that of the youngster who went 
to college, sincerely believing that his dad was an old fogy, with no 

' imagination, and steeped in ignorance, only to return a few vears 
later and for the first time discover that his father was a completely 
intelligent, successful businessman, and an asset to the community. 

I believe that most of the problems arising in Government can be- 
solved with firm leadership, right thinking, horsesense, and fair play 
and justice. ’ 

I would like to say on behalf of GSA, and the agencies with which 
we do business, that I have found them to be genuinely interested in 
the solution of the problems which are constantly arising in the opera- 
tion of Government activities throughout our country. 

In the enactment of Public Law 152, 81st Congress, there was placed 
upon GSA the responsibility of seeing that a fair share of the Govern- 
ment’s procurement dollars is received by the small-business enter- 
prises of this country. Section 302 (b) of this law clearly sets forth 
the policy of the Congress, that a fair proportion of the total purchases 
and contracts for supplies and services for the Government should. 
be placed with small business concerns. 


SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 377 


Speaking for General Services Administration, I can say that care- 
ful study and constant vigilance are being exercised and will be exer- 
cised in an endeavor to foster and utilize the small-business enterprises 
of this country in Government procurement. 

Our proeee in this respect is not to be regarded as wholly in a 
state of being, but of becoming; it is not static; but progressive and 
continuous. 

The operations of the present law and the activities in GSA in the 
procurement and disposal fields, will be explained in detailed questions 
answered by members of our staff who are present. 

Mr. Chairman, I believe that you probably would like to hear from 
the Defense first, or do you want +o get into some specific questions / 
I purposely have been general in this opening statement. 

Mr. Moutrer. I think it might be well now to take the principal 
statement from the Defense Department and then ask questions. 

Mr. Mansvre. I thought it would cover it better if we could do it 
on that basis. 

Mr. Mutrer. And then each agency can answer whatever questions 
are put, depending on which agency has the facts available for us. 

Mr. Mansure. Fine. We will make available the names of the indi- 
viduals who will handle the actual problems after Secretary Pike has 
spoken. 

Mr. Munrer. Fine. Mr. Pike? 

For the record this is Mr. Thomas P. Pike, Assistant Secretary of 
Defense for Supply and Logistics. 


STATEMENT OF HON. THOMAS P. PIKE, ASSISTANT SECRETARY OF 
DEFENSE, SUPPLY, AND LOGISTICS 


Mr. Prxe. Mr. Chairman, I have a brief prepared statement which 
I should like to read to the committee. Then I will be very happy 
to go along in the general manner which Mr. Mansure has indicated. 

At the outset, let me give you a little background on myself and my 
part of this Defense job. 

I have been here in Washington in Government for about a year 
and a half now. My total business experience, prior to that time, has 
been as a small-business man. After I graduated from college, I was 
in the oil well supply business with an independent concern in Califor- 
nia. About 18 years ago I started my own business, oil well drilling 
contracting. 

I engaged in that business until the time I became Deputy Assistant 
Secretary of Defense for Supply and Logistics to Mr. Charles Thomas 
in October of 1953. 

I might further say that my brother is a small-business man, my 
father is, and my grandfather before him. Therefore, I feel that I 
have a very definite understanding of the importance of the small- 
business enterprise to the community and to the Nation, and the tre- 
mendous importance of the small-business potential, both in its manu- 
facturing phases and its distribution phases to the economy of the 
country and to the defense effort in particular. 

A couple of words as to the general responsibilities of my office 
might be interesting as background to the committee here. The office 
of the Assistant Secretary of Defense for Supply and Logistics has 
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been assigned by the Reorganization Act or plan No. 6, 1953, with a 
broad responsibility in the areas of policy, coordination, and imple- 
mentation for military requirements, review and analysis, mobiliza- 
tion planning; procurement and production, petroleum logistics ; stor- 
age distribution and disposal; which I will address myself to today, 
cataloging, standardization, and inspection. ; 

We have given a separate directorate to those three very important 
and major undertakings because, as you know, there is a public law 
that prescribes what shall be done. . 

Finally, our other directorate is in the field of military communica- 
tions and transportation. In addition, we have the very specific obli- 
gation placed on us in our charter in our office for seeing to it that the 
small-business firms of the Nation get their fair share of the defense 
procurement dollar. 

On top of that, the general responsibility for implementing the 
administration’s program and, more specifically, the Secretary of 
Defense’s directive on the general subject of getting the Department 
of Defense out of competition with private business, small and large. 

I am pleased to be able to report to you that during the past year we 
have established a number of new policies cree - the disposal of 
military surplus property which have proved highly effective and 
which, at the same time, have consistently and explicitly discharged 
our obligation to the small-business commynity. Working under these 
policies the military departments have been able to increase the total 
property dispositions over previous years, to increase the percentage 
return to the Defense Department and to increase the opportunity of 
small concerns to participate in and to benefit from Defense surplus 
disposal. 

The following are some of the specific measures we have taken 
which, we feel, have been of significant assistance to small business : 

(1) When we are faced with selling a large quantity of an item 
we have provided as a matter of policy that the quantity shall be 
broken up into small lots. Specifically, our instruction, Department 
of Defense Instruction 4160.4, provides (and I am quoting from the 
instruction) “Large quantities of identical items should be lotted in 
such a way as to encourage bidding by small businesses or individ- 
uals.” 

(2) Another policy that is part of our surplus property merchan- 
dising program and which has been especially helpful to the small- 
business man is our policy of encouraging disposition by site or spot- 
bid sales. 

Let me add here that we have a pretty general method of disposing 
of surplus property. One, the sealed-bid method; second, the auction- 
sale method, which we have made increasing use of in the last year 
and a half. This type, in our opinion, (and according to the Industry 
Advisory Committee, GSA, and Mr. Mansure and our office has set up 
to help us in this overall merchandising effort) has been most effective, 
where large quantities of larger, heavier duty type equipment are up 
for sale; and thirdly, the site or spot-bid sale. This spot-bid method 
is particularly appealing to small-business men since the surplus lots 
are small, are commercial-type items, for the most part, and no bid de- 
posits are required. Of course. the small business concerns are en- 
couraged to participate in both the auction and sealed-bid methods of 
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surplus sales. It is safe to say that a very large percentage of the total 
property disposed of as surplus by the Department of Defense is pur- 
chased by small business concerns. They are not just small concerns 
in the sense in which we use that word when we are talking about de- 
fense manufacturers. They are, rather, small retailers and even in- 
dividuals in business for themselves. We take especial satisfaction in 
this program for the reason that this particular class of small buiness 
generally benefit less from the Government procurement programs 
than the small manufacturers do. That is, the small retailers and in- 
dividuals who are in business for themselves. 

(3) One of the precautions that we take in connection with surplus 
sales which is especially helpful to small business as well as being in 
the interests of government is to provide for broad publicity using 
every appropriate medium. Sales of property with an acquisition 
value over $250,000 are now publicized in the Department of Com- 
merce Synposis of Proposed Procurements and Contract Awards, and 
in this way the information reaches thousands of citizens and small- 
business men interested in doing business with their Government. 

(4) Although we are primarily concerned with expediting the dis- 
position of Defense surplus property we recognize a responsibility to 
the business community not to sell our surplus i in such a way as to pro- 
duce a serious adverse impact on the normal production and the flow 
of trade. To avoid this we have established a policy providing for 
the seeking of guidance from the Department of Commerce whenever 
there is any indication that a proposed disposal might work a hard- 
ship on the business community. We have received splendid coopera- 
tion from the Department of Commerce in this program and it has 
been effective in minimizing adverse impact. Small business concerns, 
whose operations are most easily distrubed by large government dis- 
positions, have been the chief beneficiaries of this program. 

Our surplus disposal program and our concern for the welfare of 
small business in connection with it runs parallel to our programs in 
procurement. In both cases we are concerned with being fair to small 
business and with assuring them an equitable opportunity to partici- 
pate. In both cases we make a point of adequate publicity, appropri- 
ate lotting and procedures adapted to the convenience of the small 
supplier. 

Might I add here on this point of adequate publicity which I think 
is very important to small business, the Department of Commerce and 
offices that I referred to in addition to giving notices on disposal sales 
coming up, also give the notice on pr oposed procurement and contract 
awards. I believe that the advance information on proposed procure- 
ment is given on those in excess of $10,000 and in excess of $25,000 
on contract awards. 

This is a very significant means of enabling the small-business man, 
No. 1, to get advance notice of procurement, auditing of procurement 
in which he may be able to participate and, also, getting notice of 
larger contracts that are let to prime contractors so that he will have 
a guide as to where he might go to get some subcontracting bu ness. 

In both cases we believe our attention to the welfare of smal] busi- 
ness is more than an obligation. It is an opportunity for us and one 
which results in very real benefits. I firmly believe that it is good 
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business for the Defense Department to do business with small firms 
and to give them every opportunity to do business with us. 

I have also been sed to comment on the procurement of common- 
use items by the Department of Defense. In this area also by means 
of the coordinated efforts of the Department of Defense and the Gen- 
eral Services Administration, procurement responsibility for common 
administrative type supplies and equipment, such as office furniture, 
office machines, and office supplies, has been assigned to the General 
Services Administration. 

To date, the assignments covering office furniture and office machines 
have been implemented through the joint approval of implementing 
procedures. Such implementing procedures for office supplies are 
currently in the process of final development and will be approved by 
me within the next few days. 

In addition to the assignment of these items, there may be other 
categories of common administrative supply items which might be 
assigned to the General Services Administration. In this connection, 
our respective staffs are continually working together in this and other 
areas of supply management in order to obtain a clear understand- 
ing and appreciation of the problems and supply implications which 
may result from such actions. For example, the Department of De- 
fense and the General Services Administration are presently consider- 
ing the feasibility of assigning household and quarters, furniture, and 
selected paper products. 

Finally, one aspect of procurement that I would like to call to the 
committee’s attention, which is particularly significant, in my opinion, 
to the small-business firms of the Nation, is that there has been in- 
creased emphasis and increased volume within the last 2 years on what 
we call local procurement. 

This local procurement is done in the field of so-called common-use 
administrative items. And even though the price that me be paid 
at some camp, post, or station for a lead pencil or a supply of paper 
or rubber bands, and so forth, might be slightly higher than the unit 
cost of a large procurement General Services Administration might 
make, or one of the military departments might make, still this is good 
business because you must consider that the initial cost of an item 
like that is only one part of the cost. There is a tremendous cost 
added in transportation, warehousing, and reissue and all of the at- 
tendant functions that go along with any category of material that 
you put through a large warehousing and distributing system. 

Further, this type of local procurement is significant to small busi- 
ness because by the nature of the type of items purchased, they will be 
purchased from local concerns, stationery concerns, and local hard- 
ware stores and things of that sort. 

The Air Force has been particularly outstanding. They set up a 
goal a year ago of 120,000 line items that they wanted to get through 
local decentralized procurement. I believe they have obtained some 
100,000 of that. 

I am currently encouraging the Navy and Army to follow the ex- 
ample set by the Air Force so that we can get away from either GSA 
warehousing or the Department of Defense supply system warehous- 
ing on these smaller cost common administrative items. 

I will be very happy to try to answer any questions, and I have sev- 
eral members of my staff who may be of assistance. 
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Mr. Mourer. Thank you, Mr. Pike. 

Mr. Seery-Brown, Mr. Pike, I think all of us appreciate the fact 
that in every shift from a wartime economy to, let’s say, an uneasy 
peacetime economy, the small-business man 1s seriously caught in the 
procurement squeeze. 

You mentioned your interest in making sure that the small-business 
community got a fair share of defense procurement dollar. I was 
wondering if you can ever determine accurately what that fair share 
is? 

Mr. Pree. Well, a “fair share” is certainly a very difficult term to 
describe. In my own personal opinion, as large a share as the small- 
business firms of the Nation can get is a proper and a fair share. 

I have a great and abiding confidence in the genius, enterprise and 
the salesmanship of business and the strongest segments are our small- 
business communities throughout the Nation. 

I am as familiar with the small people and the starting of business 
as I am with the big businesses. That, perhaps, isn’t a very scientific 
kind of an answer or definition, but I believe it is the best that I can do. 

Mr. Sreiy-Brown. And it is your feeling since you have taken on 
your new assignment which has this responsibility toward small busi- 
ness, that the small-business community is given an ever-increasing 
opportunity to participate in this program ? 

Mr. Prxe. That is certainly my plan and my hope. 

Of course, you must realize that there is a time lag between the time 
we issue a policy at our level and the time it flows out through the mili- 
tary department and gets out into the military system. One part of 
our responsibility, as I indicated, is implementation. I will call your 
attention again to the fact that this is a comparatively new office. 

I have been in it a year and a half. I have a new man as my staff 
assistant, who has no other obligation or duty than the small-business 
one. It is my plan for both him and for myself to get out in the field 
and get a firsthand look at just how our policies and the intent of our 
policies are being implemented. 

Mr. Srety-Brown. Mr. Barnes, when he testified last week, indi- 
cated, as I recall his testimony, that there was a very good liaison be- 
iween the top officials in SBA and your own staff. All of us on the 
committee express the hope that the good liaison has “trickled” down 
the level where the actual implementation of the program takes 
place. 

I was wondering do you feel that you can see some positive results 
in that. direction; that you are working closely with SBA and that 
you in turn are being advised as to the views and desires of SBA. 

Mr. Prxe. I think that our efforts to date have been good. I have 
gone out of my way to get to know Wendell Barnes. He and I had 
not known one another before we came down here. We established a 
very close personal relationship. I have lunched with him and he has 
come over to the Pentagon and lunched with me. I think we see 
eye-to-eye on this thing. 

Just recently we have done something new. We brought in an SBA 
representative over to an office in the Department of Defense, where 
John Hamlin, who is my small-business assistant, has taken pains to 
see that he has been introduced to the small-business administrators to 
each one of the military departments. This puts SBA with their own 
man under a completely cooperative setup right in the Department of 
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Defense where he can make firsthand contacts, not only with the small- 
business people in the military department, but with the procurement 
people in the military department. I think we are off to a good start 
in this effort. Again, the proof is still in the pudding as to how this 
does trickle down. 

I must say that I have been so occupied with enlisting of men and 
getting my organization set up and going, and some of these policies 
and things handled, that I personally have not had time yet to get 
out into the field and follow up on this thing. However, I assure you 
it is my full intention to do so Raviieg the course of this year. 

Mr. Sre.y-Brown. I have confidence in you. If anybody can do the 
job, I have the personal confidence that you will be able to do it. 

I am wondering if you have available, or will have available in the 
near future for the use of this committee, some kind of a statistical 
record which would show how successful your efforts have been in this 
particular field of aiding small-business men in procurement ? 

Mr. Prxe. Well, we will make every effort to get for you the best 
statistics that we can. I have studied the present and past statistical 
procedures in this field, and I am not satisfied with them because they 
do not portray a whole picture. We have total prime contracts 
awarded to small business, which, in my opinion, are only a fractional 
part of the total defense business that small business actually partici- 
pates in. The larger volume, I hear, is done at the subcontracting 
level, which does not show up in any of the statistical records that have 
been kept in the past. 

We are addressing ourselves to the problem, and it is a difficult one, 
of getting statistical information from prime contractors on the vol- 
ume of business that they place with small business. We are very 
earnestly engaged in that effort right now. It is not an easy thing to 
get coordinated over in the Department of Defense. 

We try in all of these matters to sell our ideas to the military depart- 
ment involved rather than use a baseball bat of authority that we are 
able to bring to bear through the Secretary. 

I would say that we are hopeful that we will be able to put this 
new policy through because I believe then that we will be able to get 
a much more realistic total dollars and cents figure of the participa- 
tion of small business in defense business, not only in prime contracts 
where we have statistical records but in the subcontracts, which is the 
biggest field, I feel, for small business to participate in. 

Mr. Seety-Brown. Of course, it may add to your statistical head- 
aches and it may, in fact, be impossible to do. However, I personally 
wish that we could present these statistics, not only in dollars and 
cents but, more importantly, in terms of people employed. 

I happen to come from an area where unemployment is always a 
problem. I am much more concerned about the number of people 
employed—working for a contractor or subcontractor—on a Govern- 
ment contract than I am on dollar values. I want to know how many 
of my people can be at work. 

Mr. Prxe. That is very understandable. 

Mr. Seety-Brown. That is all, Mr. Chairman. 

Mr. Muurer. Mr. Maness? 

Mr. Maness. No question. 

Mr. Mutter. Mr. Pike, it has been my privilege to meet you on 
other occasions and I am convinced that you are certainly able to do 
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the job you have undertaken and that has been assigned to you, and 
I know that you are going to use your very best efforts to do it. 

The difficulties of your job, I think, you realize. I hope you are 
going to be able to overcome the obstacles that are going to be put 
in your path. 

Some of the principal obstacles have been demonstrated to this 
committee, time after time, as we went through the country and held 
hearings in various parts of the country. We would go into certain 
areas and find the utmost cooperation between the armed services 
and small business, and every effort to spread the business, the con- 
tracts, as much as they could, consistent with their requirements. They 
get the best contract for the Government at the lowest price. 

However, in many instances we have found local procurement 
officers who are commissioned officers of the armed services sitting at 
the top of the procurement office with a small-business specialist, a 
civilian assigned to him who is anxious to do a job in accordance with 
his instructions and directions from the top, but being sat upon by 
the man in charge of the procurement office. 

That is the real difficulty, in my mind, and in the opinion of most 
of my colleagues on the committee, in making the program effective. 

I am very happy that you told us that you intend to go through 
the country and see how the project is operating in the field. 

Mr. Prxe. Mr Chairman, may I just say at this point, that I per- 
sonally—my office—would welcome information about any particular 
situation manifested. This is a tremendous operation, and it is a 
tremendous country. 

I have just recently returned from a trip to Europe, and it is pretty 
massive over there, too. Therefore, if any particular situation, such 
as you have just referred to, can be referred to our office, believe me, 
we would be most happy to receive it and to run it down. I recognize 
that any policy or program is going to work just as well as the people 
who have the jobs down the line implementing it are going to support 
it, a that there is lots of leeway not to go along with the expressed 

olicy. 

. Mr, Mutter. You see, it is that situation that caused our committee 
to consider very seriously the possibility of putting all procurement, 
except that which necessarily is in a classified area, in the hands of 
civilians and taking armed services commissioned officers out of that 
field altogether. 

As a matter of fact, we have discussed very seriously whether or 
not your small-business specialist should not be a man on the payroll 
of the SBA assigned to your office so that he would not be subjected 
to the jurisdiction of a man in your department and yet be able to 
integrate his work with yours so that your requirements would be 
properly fulfilled. 

We can understand the difficulties of working out something of 
that nature but possibly the answer would be that your small business 
specialists in your various procurement offices would be made respon- 
sible, instead of to your local procurement officer, who is a commis- 
sioned officer, to you or to someone directly under your supervision 
and control. 

Mr. Prxe. Which would be someone in the civilian side of the mili- 
tary department. 

Mr. Mutter. Yes. 
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Mr. Pre. You understand our office does not have any operating 
responsibilities. We are enjoined from getting into procurement ac- 
tion, per se. However, I understand the background and the reason 
for the remarks you have just made. 

I would like to say further that I have been in a peculiarly good 
position to accentuate the importance of this program to the pro- 
curement sections, that is, the Assistant Secretaries of the Army, Navy, 
and Air Force who are pretty much in the military and who have 
the operating responsibility. I think that as a result of recent con- 
versation and meetings, the Department of the Army, for example, 
has a renewed awareness of responsibility in this area that has not, 
perhaps, been given proper attention. 

I think that the Air Force, particularly, is alert to this problem. 
I am sure you are aware of some of the things that have gone on in 
the Air Force. 

This is something that I am in a position to harp on constantly and 
stay with as far as the top operating people in the three military de- 
partments are concerned, and I recognize that there are many people 
down the line, personnel wise. 

Mr. Mutrer. I do not want to leave the impression with you, or 
with anyone else, that either I or any of my colleagues on this com- 
mittee have an idea that because a man is a civilian he is, per se, much 
better than anybody in uniform or vice versa. Nor do I want to give 
the idea that all of the members of the armed services, because they 
are commissioned officers, cannot do a good job. I want to state for 
the record that the instances I am indicating to you are not the rule 
but the exception. However, it is the exception that gets the head- 
lines and the exception that causes the trouble. 

We are also fully aware of the fine job the Air Force has done in 
this field. Again, I do not want to say that we believe that the Navy 
and the Army are deliberately falling behind. I think they also want 
to do a good job. However, it requires constant sitting on somebody 
to get it done. 

Now, in your PX’s and ship’s stores, where the buying is done 
through your local procurement offices, there we get the complaint, 
not that small business is being discriminated against in favor of 
big business, but one small-business man will complain of somebody 
else who has been getting contracts and he cannot get any, even 
though he beat the other fellow’s price. 

Mr. Pr«e. Of course, any situation, which is an indication to me 
that there is something wrong about the normal competitive processes 
and fair play, is something that I, personally, have no tolerance of, 
and I have not had any such situations called specifically to my atten- 
tion where enough facts could be adduced to put the thing into a full 
investigation. However, believe me, sir, if you have any such in- 
formation—and I know, human nature being what it is, that this 
thing has happened in the past and it may happen again in the fu- 
ture—it would be the policy of our office to treat situations like that 
with all of the severity that they call for. 

Mr. Mouturer. With reference to your local procurement, Congress- 
man Hill raised the question the other day when Mr. Hamlin of your 
office was here, as to whether or not you could not have broadened the 
base for the purchase of foodstuffs and agricultural products and the 
purchase of your so-called common-use items ? 
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Mr. Prxe. Those are two pretty large fields, subsistence and common 
use items, 

Do you have something specific in mind ? 

Mr. Seety-Brown. I have one, if I may interrupt. 

Mr. Mouurer. Certainly, go ahead. 

Mr. Srety-Brown. I have received frequent inquiries from the 
farmers in my area, the milk producers, the egg producers, in par- 
ticular, who are always anxious if they can, to supply the foodstuffs 
needed by the submarine base in New London. 

I have sent them down to the commanding officer at the base to make 
sure that they got the whole picture. It is my understanding, that 
because of the volume involved, frequently the Navy will buy their 
food in large quantities from, say, the Boston area, where they have 
big markets. 

I certainly congratulate the officers there at the sub base for trying 
to work this thing out to the best possible advantage of all concerned. 
However, I have always felt that they were somewhat handicapped 
by the rules under which they have to operate. 

The people right in the shadow of the sub base, if you will, see their 
tax dollars being spent, and they would like to have the opportunity 
of at least earning some tax dollars. That is a problem we all under- 
stand. 

Mr. Prxe. I understand your situation there. 

All I can say on that score is that, basically, for the able, conscien- 
tious procurement officers we have in the three military departments. 
they have many obligations. This armed service regulation which is 
one of the responsibilities of my office, as you gentlemen know, has a 
number of statutory requirements to begin with. 

In addition, to the small-business responsibilities, the procurement 
officer must give all proper due consideration to the surplus labor area 
situation and many other things which he must take into considera- 
tion. 

The basic statutory requirement, of course, is that the taxpayer 
be done right by and we make our procurement on the basis of the 
lowest price, quality, delivery and all things being equal. 

Mr. Srety-Brown. Would you care to comment at all as to whether 
the regulation regarding procurement in surplus labor areas is an 
effective directive , 

Mr. Prxe. Well, I think that it has been increasingly effective, 
Congressman. I have a figure in mind, and I should like to be able 
to check the accuracy of this—that there is now 144 labor surplus 
areas with the Department of Labor certified and given to us during 
the fiscal year 1954; approximately $1 billion worth of procurement 
was placed in surplus labor areas. 

I would not for a moment attempt to make the claim that this was 
solving the unemployment problem. However, I think that any 
reasonable body of men saat agree that a policy of this sort could, at 


best, be only an alleviating kind of policy, and as opposed to it, we 
had such tremendous pressure very shortly after the policy was 
issued, to give the figures—“what are the results ?”—and “nothing is 
coming into my area.” A billion dollars in a year of generally declin- 
ing procurement, I think is not insignificant. Nor, do I think that is 
going to take care of the unemployment problem of all these districts. 
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Mr. See.y-Brown. You are certainly across the barrel, though, 
because I can see that if you shift all your procurement into an area 
where you had surplus labor, you might well create another situation 
right across the line by taking all the business away from an area 


where they were running on a fairly steady basis. That is, again, 
one of your problems. 


Mr. Prxe. That is correct. 

However, as I say, a billion dollars is not insignificant. I happen 
to know of a couple individual instances with industries that hed bean 
depressed, the textile industry, for instance, wherein 40 per cent of a 
rather major textile procurement last year was set aside and nego- 
tiated with firms that had their plants in surplus labor areas. It 
amounted to $250 million, as I recall these figures. 

Mr. Mutter. Mr. Pike, one question that has always bothered this 
committee is the definition of what is small business. The Commerce 
Department developed a definition many years ago that any business 
employing 500 or less, or less than 500 persons was small business, 
and it was an arbitrary definition; and everything over the 500 was 
big business. 

Vhen we rewrote the law, or at least wrote the new Small Business 
Act of 1953, we changed that definition. We do not contend that 
it is the best definition. 

For the purpose of that title, a small business concern is deemed to 
be one which is independently owned and operated and which is not 
dominant in its field of operation. In addition to the foregoing cri- 
teria, the Administration in making a specific determination may use 
these criteria, among others: number of employees and dollar value of 
business. 

Of course, what we had in mind is that in 1 industry a firm with 100 
employees could be big business, and in another industry a firm with 
1,000 employees could be small business. 

We no longer wanted to make an ey definition that would 
apply to every segment of our economy. Now we have been told 
that your Defense Department still adheres to the old Commerce 
Department definition, the arbitrary one based on the number of 
employees. 

Mr. Prxe. That is the only one I know of. Frankly, since I have 
been down here I have just taken it for granted that that was the 
gospel on the thing. I think that the matter that you bring up is 
an exceedingly difficult one. For example, I was called in to Secre- 
tary Wilson’s office yesterday morning. Seated with him were Assist- 
ant Secretary of the Air Force, Roger Lewis, who is procurement 
secretary there and another individual whom I was introduced to, too. 

However, before I was introduced to him Mr. Lewis said: “Now, 
Tom, is your small-business man here, and we want him to get into 
your problem.” Well, the man turned out to be Mr. Vance, who is 
president of Studebaker and Packard. Well, he is a small fellow as 
the automobile industry is concerned. I asked him how many people 
he employed and he said 25,000. Well, that man has his problems, 
believe me, and I am very sympathetic to them. 

He has just undergone a new reorganization, a merger of two fine 
old concerns; as far as the automobile industry is concerned, they are 
small people. 
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Mr. Murer. What do they do? What is the percentage of the 
automobile business that they handle? What is it, about 3 percent? 

Mr. Prxe. Well, between the two merged companies and Kaiser I 
believe the percentage for 1954 was something in the neighborhood of 
4 or 5 or 6 percent, something like that. 

Mr. Mutrer. That is the new combined merger ? 

Mr. Prxe. That is right. Now I do not think that that figure is 
necessarily a good one because when mergers take place they have to 
move operations and, oh, he went into quite some detail on what 
their problems have been. 

Mr. Murer. I think we can all agree that in that segment of our 
economy they are small business even though they have 25,000 em- 
ployees. 

Mr. Pie. I mention that because that points out the difficulty of 
the problem. 

Also, you have certainly put your finger on the others. Some 
types of business, by their very nature, have a very large labor cost. 
That means a lot of people, relatively speaking. 

Other types of businesses do not require so many people as they 
require money or capital. 

Mr. Muurer. Yes. 

Mr. Prxe. I think that the very great difficulty is not having as 
precise definition as possible is the administering of a policy. 

Mr. Muurer. That is right. 

Mr. Prxe. Because in a final analysis, those of us who are responsi- 
ble for creating policy in the different areas, and in the Department 
of Defense they do not have the responsibility for carrying them out. 

As you have pointed out, that responsibility ends up with a com- 
bination of a civilian and military officers all over this country and 
in Europe and the Far East. 

I am satisfied that those men have a tremendous burden already in 
the many factors that they must consider in their procurement, and to 
give them a definition like the one just proposed—I have not given 
this matter extensive or detailed thought—but it just occurred to me 
that that would create an almost impossible administrative situation ; 
for them to have to make such a detailed examination of every small 
business that wanted to bid on a certain procurement to insert it under 
that type of a definition, and determined that the company was indeed 
a small business and entitled to consideration as such. 

Mr. Srety-Brown. In connection with what the Chairman has 
said, Mr. Pike, as I recall, this committee is concerned with the fact 
in this definition problem, to the degree in which you will follow the 
concept of “independently owned and operated”. ‘That phase of 
the definition is important, because it has been suggested to this com- 
mittee that some of the larger corporations would create a small one 
as a subsidiary organization in order that they might participate in 
procurement. 

Mr. Pr«e. I heard that testimony the other day, yes. 

Mr. Seety-Brown. I wonder if, administratively, it may not be 
impossible for you to go through and determine if a business is inde- 
pendently owned and operated? I do not know whether we put too 
much of a burden on you or not in this respect. 
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Mr. Prxe. You do still have some independently owned and oper- 
ated companies. The Ford Motor Co. is still independently owned. 

Mr. Srery-Brown. But it is dominant in its field. 

Mr. Prxe. Well, are they dominant in their field ? 

Mr. Sre.y-Brown. Judging by their advertisements they are. 

Mr. Mutrer. In addition to that, we say that you may also use 
other criteria, including the number of employees and the dollar vol- 
ume of business. In other words, without saying so, we said taking 
each segment of our economy by itself, what is the situation there. 
What is the situation in the automobile industry. What is the situ- 
ation in the aircraft industry, what is the situation in the ship build- 
ing industry, what is the situation in the parts supply or the acces- 
sories business in a particular industry ? 

Mr. Prxe. Of course, you have another problem there. I think it 
was Congressman Pelly who had a situation involving what appeared 
to be, perhaps, a kind of setup with a big company setting up one 
man or a group of men to represent them as their agents. 

Of course, any time something like that comes about I think that 
ought to be handled on its own merits and thrown out. That looks 
to me like an obvious attempt to avoid the intent of the law. 

Mr. Motrer. That is right. It is so important that you do have 
a workable definition. Your definition must not be too specific. 

Mr. Prxe. Let me give you an example I have in mind out of my 
own experience. 

Before I went into the drilling contracting business, I was in an 
oil well industrial supply business in California. This was an inde- 
pendently owned ont operated business and, yet, by its nature the 
historical background of similar businesses, we were west coast rep- 
resentatives of the Youngstown Sheet & Tube Co. for some of the 
products, the United States Steel Corp., and many large manufac- 
turers, and many large Eastern manufacturers who made machinery, 
supplies, etc. 

You have a lot of such concerns who aren’t in effect, distributing 
concerns and who do not have too many people as opposed to your 
manufacturing place is concerned. 

I am not intending to be obstructive here. I frankly do not know 
the answer to your question. 

I certainly agree that the facets of the problem that you have 
outlined there are certainly very pertinent to the definition of a small 
business. However, I would be alarmed until I had a chance to study 
these things further, to put down at the procurement officer level as 
long a list of criteria for them to have to study through to make a 
determination as to what the facts are as to small business. 

Mr. Motrer. This committee, Mr. Pike, was agreeably surprised 
the other day when the Atomic Energy Commission representative 
walked in here and told us how they handled it. When there is any 
question in their mind as to whether a firm is small business or not, 
they refer the question to the Small Business Administration and let 
them make the determination. 

Mr. Pr«e. Is that so? Of course, their procurement is not as exten- 
sive as the Defense Department’s. 
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Mr. Mutter. The general — was very much surprised to know 
that procurement, particularly, their procurement that is applicable 
to small business is quite extensive. 

Mr. Pree. Is that so? 

Mr. Mutter. Yes, sir. 

Mr. Prxe. That is very interesting. 

Mr. Mutter. I might suggest to you, I think that the Defense De- 
partment definition is not a matter of statute, but one of directive. I 
suggest that you consider the possibility of revising your definition, 
and possibly we can sit down at another time with members of the 
committee and discuss the possibility of how your directive could best 
meet the needs of the situation. 

Mr. Pre. All right, sir, we will be very happy to do that. 

I think it is something that needs very intensive study because we 
do have a gargantuan system here, and this is the thing that over- 
whelms me. It is not like running a big business or a little business 
at home. This thing has so many people. However, I would be very 
happy to do that. 

Mr. Mutter. The Defense Department procurement of our country, 
es a whole, is no doubt the biggest business in the world. It has many 
intricacies, and we can never solve them just at a few hearings. There 
will always be problems to be ironed out, and I know that you and 
the other gentlemen who are associated with you in the Defense De- 
partment have the same ideas in mind as we have. 

It is only a matter of trying to work them out. I think we can do 
so by the cooperative effort that you have been making. 

May I for a moment go to another subject ? 

Do you have anything further, Mr. Seely-Brown ? 

Mr. Srety-Brown. No, thank you. 

Mr. Mutrer. Mr. Maness? 

Mr. Manegss. No questions. 

Mr. Mutter. The question of procurement for your PX’s and ship- 
stores. There has been some question in the mind of the committee 
as to whether or not that should not be handled by General Services 
Administration rather than the Defense Department. That was one 
of the subjects on which it was suggested it might be wise to have both 
Mr. Mansure and you with us to discuss the problem. 

There we are dealing in the main with nonmilitary items. 

I think you have described them, as to everything sold in the PX’s 
or shipstores, as common-use items, 

We would like to have your ideas on it and those of Mr. Mansure 
us to which agency can do the better job from the viewpoint of inte- 
grating small business into the procurement source. 

Mr. Prxe. Mr. Stempler, my counsel here, has just made the state- 
ment that on the PX purchases, that that is a matter of nonappro- 
priated funds as opposed to appropriated funds. Apparently he sees 
difficulties there. 

I know of one other situation that exists that because of the impor- 
tance to the total wage plus fringe benefit package for our people in 
the armed services, that the responsibility for commissaries and ex- 
changes and their whole operations has been lifted out of my office 
and put over under the Assistant Secretary of Defense for Manpower 
and Personnel, 
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Frankly, it is not a specific matter that I feel well enough informed 
on to discuss intelligen S 

However, I would be happy to—— 
Mr. Seety-Brown. I would like to ask the counsel a question on 
that. 


Mr. Mutter. Will you identify yourself? 


STATEMENT OF JACK STEMPLER, ASSISTANT GENERAL COUNSEL, 
DEPARTMENT OF DEFENSE 


Mr. Srempter. Yes. I am Jack Stempler, Assistant General Coun- 
sel, Department of Defense. 

Mr. Seety-Brown. I would like to ask you a question, if I could, 
in connection with the comment that Mr. Pike has just made. 

Do I understand, that PX and ship service stores are operated with 
nonappropriated funds ? 

Mr. Srempter. That is my understanding, sir. 

Mr. Serety-Brown. I wonder if you could advise me on the follow- 
ing: If somebody works in a ship service or PX, let’s say a retired 
naval man who is drawing a pension because of disability or one 
drawing a straight pension, would you say that the income limitation, 
which would apply to Federal officials, would apply to him because 
of the fact he is operating in a business where there is nonappropri- 
ated Federal funds paying his salary ? 

Mr. Srempcer. I would say if his salary is paid by nonappropri- 
ated funds, and if the statute you are referring to is the dual com- 
pensation statute—— 

Mr. Sreriy-Brown. That is what I am concerned about. 

Mr. Srempter. I do not think he would be concerned with it; no. 

Mr. Seety-Brown. I did not mean to bring that question in at this 
time, this problem was brought to my attention last Saturday. 

Mr. Mourer. Mr. Maness? 

Mr. Maness. On the nonappropriated fund items which the PX 
uses for common-use items, is that fund not under the control of the 
Department of Defense even though it is nonappropriated ? 

Mr. Srempter. I think in a general sense that it is. I think it is 
a local—commander, that control, isn’t it at the post installation ? 

Mr. Mutrer. Would you identify yourself, sir, for the record ? 

Commander LaBonrr. Comdr. Charles L. LaBonte, Supply Corps, 
United States Navy, staff of the Assistant Secretary of Defense. 

Except for broad overall policy concerning the administration of 
the PX’s and the ship stores, which are approved in the Office of the 
Assistant Secretary of Defense, Manpower and Personnel, the care 
and responsibility for the proceeds and for the management of PX’s 
and ship stores are in the appropriate element of each military de- 
partment. 

In the Navy, it is in the Bureau of Naval Personnel. The account- 
ability for funds, the expenditure of funds, is all controlled by them. 

All salaries of all employees of the PX’s med for the command 
officers in charge are paid from nonappropriated unds. Enlisted per- 
sonnel are not assigned to duty in PX’s. 

I agree with Mr. Stempler, that the dual compensation statute 
would not be affected in any way at all by salaries paid to retired per- 
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sonnel or other personnel who might otherwise be subject to the dual 
ree eee statute where they are being paid with nonappropriated 
unds. 

Therefore, each military department itself has complete and exclu- 
sive control of all the receipts and expenditures of nonappropriated 
funds in the administration of the PX’s and ship stores. 

That is not the case with regard to commissary stores, however. 

Mr. Srempter. That is a different story. 

Mr. Seety-Brown. Yes. . 

Mr. Motrer. The commissary stores are—— 

Commander LaBontr. Funded out of appropriated funds. The 
stocks are funded out of appropriated funds. 

Mr. Mutrer. How is the procurement handled for the PX’s and 
ship stores ¢ 

Commander LaBontr. The thought occurred to me, Mr. Chairman, 
that I would have to check as of today, whether or not some items 
of PX stock for overseas shipment and use are not still funded with 
appropriated funds. 

At one time materials, PX-type materials, which were kept in the 
continental depots, ports of eilanadendiiet for shipment overseas, were 


funded as a clearing device through a clearing account in order to get 
them overseas. Then the appropriation or the fund, the stock fund, 
was reimbursed with nonappropriate:i fund receipts. Whether or 
not that exists today, I do not know. 

Mr. Mutrer. What we are primarily interested in is, Who is in 
charge in each of these agencies or departments of the procurement, 
who is doing the purchasing of the common-use items for the ship 


stores and PX’s, both for the continent and for overseas? 

Commander LaBonrer. It is my understanding that as far as the 
Army and Air Force are concerned, they have a joint PX setup. I 
think General Peckham is the present director. 

Mr. Mutrer. In New York‘ 

Commander LaBonre. Yes, sir. 

Mr. Pree. We could secure the precise answer to your question, 
Mr. Chairman. It seems to me that would be the best course of pro- 
cedure, to get the people who have the responsibility in this area, and 
we can either take the questions to them and try to get your answers, 
or get them to appear before the committee. 

Mr. Mutrer. Mr. Pike, I think it will be satisfactory to handle it 
in that way, and you can give us a statement which we can make a 
part of the record. Then, we can send for you again if necessary, and 
propound additional questions to you. I hope it will not be necessary. 

We would like to know precisely how the procurement operation 
is working, who the people are who are doing the buying for the 
continental PX’s and the ship stores and for overseas, and we would 
like to have your idea as to whether or not that isn’t the kind of 
procurement that should be handled by General Services, whether 
or not that cannot be more efficiently handled by General Services, 
again having in mind that we want to get as much small business into 
this operation as possible. 

The complaint has come to us continually that small business is not 
given the opportunity to fully, fairly, and freely compete for that 
business, Al] sorts of obstacles are put in the way of the man or the 
firm who sends in a salesman or comes there and tries to do business 
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with the PX or a ship store, whether for the continent or for overseas. 

We would like to correct that situation as much as we can, and 
Iam sure you would, too. 

Mr. Seely-Brown ? 

Mr. Szety-Brown. I have one more question to add to that. Could 
you indicate the competitive price structure on an item sold at a PX 
as compared with the same item sold by the small-business man whose 
store is just outside the PX gate. I have that problem, also. 

Mr. Mutter. I think that there has been considerable done to cor- 
rect the situation of not having the local PX or ship store in its selling 
compete unfairly with the local merchants. That is not the problem 
we are addressing ourselves to at the moment. 

Mr. Pr«e. I can understand, yes. We will be very happy to un- 
dertake to find the answers to these questions. 

I have already made it clear that this whole matter is under Man- 
power and Personnel. However, I will be very happy to talk to 

‘arter Burgess and work with him and get the answers to these ques- 
tions for you. 

Mr. Mutter. I wonder if Mr. Mansure wants to make any comment 
as to whether or not his agency could efficiently handle the procure- 
ment common-use items for the PX’s and ship stores. 

Mr. Mansvure. We could not answer that because I do not know, 
and I do not think anybody in our shop knows, the way that those 
purchases are made. I would say that as soon as we have that in- 
formation, we could give you a very specific answer. 

I would like to say, now, in regard to our general statement, first 
of all, we do have a breakdown of the amount of our purchases that 
go to small business. As of the first 6 months of this fiscal year, the 
percentage was 6214 percent; 6214 percent of our purchase goes 
through small business. 

I would like to clear up—lI have a better understanding now of 
what the committee has in mind from Secretary Pike’s testimony— 
the problem that both Defense, I believe, and GSA are confronted 
with. It has been touched on, but has not been brought out. 

I do think, clearly enough, we have to buy from the low bidder. 
That is, the low reputable bidder or responsible bidder. That, to a 
degree, limits our purchasing. 

Now, what we have done is this. I am sorry we did not bring a 
circular or folder for each member of the committee, but I will have 
these made available at once. We have divided our purchasing into 
our 10 regions, and then we have 2 additional districts, making, ac- 
tually 12 locations plus all of the places where we have offices which 
run into far more than this. 

What that means is that we have made possible for the local people 
to contact our local people rather than having to come to Washing- 
ton. We find that that greatly helps this spreading out of business 
to the small supplier. 

Now, the small supplier has been so well brought out, that it de- 
pends on the industry that the firm happens to be in. Of course, if 
it is a steel manufacturer, the number of employees are entirely dif- 
ferent than the number of employees that there may be in a furni- 
ture industry. We do use the formula of number of employees. We 
use the formula 500 employees, which I might add we are not satis- 
fied with, along with the firm’s position in industry. 
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The things that we have been able to do in order to help small busi- 
ness, specifically, are listed on the back of this little folder, and we 
have now distributed over $100,000 of these through chambers of 
commerce, business associations and trade associations, telling these 
smaller suppliers exactly how to go about selling the Government. 

They do not have to go out and employ specialized counsel, they 
can go right into what we call our business service center. 

Now, our business service centers have been centrally located, to a 
large degree, with the Commerce Bureau of Information and Small 
Business Administration. Therefore, we have the three organiza- 
tions now working together as a unit to supply this information. 

Therefore, first of all, we have zone buying. We are establishing 
and have been establishing over a period of months, new standards 
trying to simplify our standards. 

This is a very important thing and has been most helpful to the little 
fellow selling to the Government. 

We encourage uniform discount terms. We are paying our bills 
in 20 days. Now, that may not be of importance to the large supplier, 
but to the little fellow, who cannot finance the business, he gets his 
money in a hurry and it means he can bid on our business. 

Besides that, it saves a great deal of paperwork for the Government. 
Now an industry, for example, like the textile industry or the furni- 
ture industry or steel industry, they have accepted terms of discount. 
If they do not, then we have standard terms of 20 days. It further- 
more eliminates all of this confusion and discussion of one supplier 
quoting 2 percent, another one 3 percent, another one 5 percent and 
another one 214 percent in all different dates of payment. 

Simplification of bid is a very important thing, particularly, in our 
building supplies because this is not only supplies to our store opera- 
tions, but maintenance, building work, and so forth. 

Our specifications become so complicated that the little fellow was 
not bidding on a repair job for a post office or a Federal building, but 
a large contractor was bidding on it and in turn jobbing it out to the 
little fellow. So, he was getting it, but they were getting an overage 
of it. 

We had one interesting case where a fellow bid on a job in southern 
Illinois on a very small post-office repair job. There were 22 pages in 
the specifications. We have gotten that down to two pages. He bid 
$1,200 on the job, and after he got it he said, “You know, f could have 
done that for $1,000, but I put $200 in for my lawyer.” 

We are trying to eliminate that. We haven’t got into the ultimate, 
but we are making progress on it. 

This whole thing has come down to the point that we have, as far as 
we know, completely eliminated the influence peddler as far as GSA 
is concerned. That of course has no reference to the legitimate sales- 
man, no matter what his commission is. 

However, to do business with GSA, you do not have to go out and 
get someone who cannot disclose their connection with the company 
to represent you because they cannot get an order out of us. If we can 
only put that 1 thing over to our suppliers, that if they will go to 
these 10 offices, Lie yamphlet I am going to leave with the com- 


mittee, and I will see that each member gets 1, we have a man there 
to deal, not as a buyer, but as a bidding business service representa- 
tive to explain to them how they go about selling our agency. 
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By doing that, if they cannot buy, for example, say, in Denver or 
Kansas City or Seattle and if it has to be purchased in New York or 
Washington, then they not only tell them where to go and who to see, 
but they set up the appointment. 

Therefore, all they have to do is come in here and see our buyer. It 
is so simple that it is ridiculous. And, it would relieve the Members 
of Congress of a lot of headaches where you are contacted all the time 
to, “get me in to see if I cannot get a bid or cannot sell the Govern- 
ment.” 

That is where Members of Congress can be very helpful. and I think 
that every Member of Congress should have a copy of this. They 
could answer these questions very quickly and help out their con- 
stituents. 

Mr. Muurer. Mr. Mansure, how do you publicize the fact that you 
have procurements available ? 

Mr. Mansure. We, first of all, go through our regions and then we 
advertise. We try to cover a list of bidders or people who have estab- 
lished themselves as desiring to bid in certain things. 

Now, I will give you a specific case. Yesterday, one of the Members 
of Congress called in a critical employment area in coal. Four of the 
local mines had contacted him, and they wanted to bid on an overall 
purchase being made out of Washington. They should have gone 
through our Chicago regional office. 

However, in order to save time, we sent them the bid forms imme- 
diately, because the bids are for either March 28 or 29, out of Wash- 
ington. They had those this morning. They fill out those bids and 
they will come in and, of course, there again, it is the low bid because 
our bids are all sealed bids, and negotiated bids for some special tech- 
nical items and there are a number of restrictions on that. 

Mr. Murer. Do you ask the Department of Commerce to publicize? 

Mr. Mansure. Yes, they do not give full coverage for us. We use 
every small-business department of Government, any agency that will 
carry our business information. 

Mr. Mutter. Do you advise the small-business administration ? 

Mr. Mansure. Oh, yes. Furthermore, we have a number of contacts 
through, not only manufacturers associations, but trade associations, 
which get down to a much finer degreee than the overall Chamber of 
Commerce for manufacturing association. 

Now, that is not derogatory but, I mean, theirs is a selfish interest. 
They have to see that everybody, in their own interest, is advised of 
this. Otherwise, they have no reason for existing as a trade associa- 
tion. 

Mr. Mutrer. Mr. Pike, I think you mentioned that you use the 
Department of Commerce to publicize your sales—that is getting into 
the question of disposal, and I did not want to get into that until we 
first 

Mr. Prxe. I pointed out we also used the same synopsis for advertis- 
ing proposed procurement as well as of awards. 

Mr. Mutter. Do you use any other facilities besides the Department 
of Commerce to give notice of the proposed procurement? I am not 
talking about the negotiated deals. 

Mr. Prxe. None come to my mind directly outside of the bidders’ 
list that get established at the different procurement offices for the dif- 
ferent concerns interested in the particular types of material. 
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We also have published in the Department of Defense a couple of 
bulletins here that I think are excellent. One is entitled, “How to Sell 
to the Department of Defense.” That tells in very simple layman 
terms what the different types of procurement are, where they take 
place, how to obtain information for bids, et cetera. 

A companion book is an alphabetical list of purchase items and pur- 
chasing locations of the Department of Defense. 

These booklets are available, and we issue many of them in our 
office to people who come down wanting to find out what the Depart- 
ment of Defense is buying and so forth. And, we have bulletin boards, 
bid boards, in the procurement offices. 

I would think that from a standpoint of the Congress, that these two 
particular books, How to Sell the Department of Defense, and the list 
of purchase items and purchase locations, would be very worthwhile 
booklets to have for small-business constituents. 

Mr. Mutter. I believe you do not notify the Small Business Admin- 
istration of your procurements. Don’t you think it might be wise to 
give them the same notice that goes to the Department of Commerce 
when it goes to the Department of Commerce ? 

What I have in mind is, we constantly get complaints that there is 
not enough time given to the small-business men between the date they 
get word of your proposed procurement and the closing date of the 
bids. 

Mr. Prxe. This is something I would be very happy to explore. I 
know that it is a very cumbersome, expensive proposition for all of 
the procurement offices that are located, as you know, all over the 
country to try to file into one central headquarters to get the informa- 
tion out. I know that it has been called to my attention that the tele- 
phone is used time and again to cover a time gap with mail and pos- 
sibly attendant delays there. 

I will be very happy to explore what we might be able to do with the 
Small Business Administration in getting them on notice as soon as 
possible. f : 

I wonder if Mr. Hamlin, my small-business adviser, could address 
himself to that last question ¢ 

Mr. Mutrer. Certainly. 

Mr. Hamlin, would you identify yourself for the record, sir? 

Mr. Hamu. John Hamlin, Small-Business Adviser, Offices of 
Secretary of Defense, Supply and Logistics. 

Mr. Muurer. Mr. Hamlin was with us the other day, but I want to 
make sure the record shows just who he is. 

Mr. Hamutn. We do supply the Small Business Administration and 
each of their regional offices, copies of invitations to bid and the other 
supporting information in connection with all procurements under 
joint determination. 

They get a great volume of such material from us, and they post 
that with other information that they have from other agencies in 
their bid rooms. 

Mr. Maness. That is on joint determination, where it has been 
determined to go to small business # 

Mr. Hamurn. That is correct. 

Mr. Maness. How about procurement where there has been no joint 
determination ? 


62408—55——_26 





396 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


Mr. Hamu. Not all procurements are sent to all of these offices. 
You understand that this is a tremendous expense to supply all this 
information to all of these field offices, and they do not all go at the 
present time. 

Mr. Mutter. We would not expect you to send notice of proposed 
rocurements to the Small Business Administration involving the 
uilding of ships or the building of aircraft. However, I would think, 

Mr. Pike, that the matter can be explored further, as you indicated 
you would, so that notice would be given to the Small Business Admin- 
istration to a greater extent than it gets it today. 

Mr. Prxe. I will be happy to explore it and report to you what we 
are able to come up with. 

Mr. Rientoman. Is it not true, Mr. Pike, that in most of the areas 
where procurement is going on, SBA has a representative in such areas 
and also that at military installations where the procumements are 
being made, the military has assigned certain people charged with the 
responsibility of guiding all of the business it possibly can to small 
business ? 

Mr. Prxe. That is correct, sir. 

Mr. Rrentman. Now the committee discussed that a little bit the 
other day, and I am sure we are very interested in knowing, if it is 
possible—and maybe this question has been asked before—how many 
personnel in the services are assigned to that type of work ? 

Mr. Prxe. I believe the last time I saw the figures, Congressman 
Riehlman, there were some two hundred and seventeen or twenty 
small-business specialists assigned by each one of the military depart- 
ments to their major procurement offices. 

Mr. Rrentman. And their prime responsibility is to study all of 
the procurement programs that are being prepared, and if they feel 
that a small-business concern can be a prime bidder, seeing that he has 
the opportunity to do that; isthat correct ? 

Mr. Prxe. That is correct, that is their prime responsibility. 

Mr. Rrenuman. All right, that is their prime responsibility. If 
the contract is so large that there is no small business available in the 
country able to bid on it, then the joint determination as to what phase 
of that contract small business can handle is taken into consideration ; 
is that correct ? 

Mr. Prxe. I am not too certain from firsthand experience on that 
last part of your question. 

Mr. Rreutman. Well, you have these men assigned to sit down with 
a man from SBA to discuss the whole procurement program at the 
vital procurement points throughout the United States. Then, when 
it comes to a joint determination, as to whether small business can 
handle all of a procurement contract or a portion of it, that respon- 
sibility rests with these men from the Department of Defense and with 
the representative of SBA; am I correct in that? 

Mr. Prxr. That is essentially correct, I believe. 

_ Mr. Hamutn. Mr. Riehlman, with a procurement such as that, if 
it can be broken up into several lots and also is within the small- 
business potential, it will be frequently handled in the manner you 
suggest; that is, a partial Salat deterediapias will be made. If the 
volume is such that the whole procurement could not be taken by one 
small business, a partial joint determination will be made for small 
business on a part of the total procurement. 
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Mr. Rrentman. I think the committee, Mr. Pike, is very interested 
in the type and caliber of men in the services that are assigned to that 
type of an activity. 

Mr. Prxe. The military department small-business specialist ? 

Mr. Rrenutman. That is right. I can readily understand the atti- 
tude of a colonel or a lieutenant colonel in dealing with a representa- 
tive from SBA when it comes to procurement for the services. 

I am sure that they are all conscientious military men and so, also, 
are those employed by SBA equally conscientious. However, in my 
experience, and [ think in the experience of our Small-Business Com- 
mittee, we have found in some instances that the military men assigned 
pretty much determined to carry out their own wishes and their own 
decisions instead of those maybe suggested by SBA. 

Now, that again, arouses my suspicious as to the qualifications of 
those men assigned to those jobs. 

Mr. Prxe. Of course, Congressman Riehlman, the point you bring 
up is so pertinent to my view because, as I have stated there before, 
the quality of any job you get done is in direct proportion to the caliber 
of the man you have in charge. 

Mr. Rrex~man. I am sorry, I did not hear your statement, Mr. 
Secretary. I was in hopes to get back here to hear it, but we were 
dealing with a very important subject this morning, surplus property, 
a piece of legislation which is coming out of our House Committee on 
Government Operations this morning, and I wanted to hear all of the 
discussion on that. However, I realize that fact, and I hope that those 
in charge, in your position and others, are following that closely. I 
am certainly delighted to know that you made that type of statement 
to the commitee this morning. 

However, there has been some thought that maybe SBA would be 
wise in suggesting that we furnish more men from SBA to the De- 
partment of Defense, and that less men be assigned from the military 
side to watch over this procurement program. I am not sure that the 
committee has come to any decision on it, but it is something we have 
thought about and are vitally interested in. 

I know that my previous contacts with you in your department 
have led me to believe that you have a grasp of this situation and have 
tried, in the past several months that I have been dealing with you, 
to do everything you could to assist small business. Of course, that 
was not dealing entirely with the Small Business Committee’s activ- 
ities, but was my own field of activity as a member or chairman of the 
Military Operations Subcommittee of the House Committee on Gov- 
ernment Operations. 

Mr. Prxe. That is correct; yes, sir. 

Mr. Riehlman, the chairman brought up this same point that you 
are speaking of now, and I made the request that if it becomes the 
knowledge of this committee or any individual member of this com- 
mittee, information wherein we have, in effect, a situation where a 
military officer through a dominant personality is not doing his job 
properly and giving due and fair consideration to the small-business 
man that is assigned to that job, or if there is any other irregularity 
involved and he is not paying attention to this responsibility, we would 
be most happy to have that called to our attention. 

I am sure that you understand that within the resources available 
in our office, we are not able to do a complete police job on all the 
people. 
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Mr. Rieniman. I can understand that, Mr. Secretary, and I 
know 

Mr. Prxe. If there are some specific ones, we would be very happy to 
hear about them. 3 

Mr. Rreniman. I know it is a tremendous job, but we have all got 
to be alert and on our toes in watching these things, or the small- 
business man is not going to get the proper attention he needs. 

Mr. Chairman, I want to ask Mr. Mansure one question. 

Mr. Mutrer. Certainly. 

Mr. Rreniman. You made the statement that 6214 percent of your 
volume of business was placed with small industries. Is that dollar- 
wise or is that the number of contracts? 

Mr. Mansvre. That is dollarwise, isn’t it? 

Mr. Extiorr. Dollarwise. The number of transactions, Mr. Riehl- 
man, is much higher than that. 

Mr. Rreuitman. Sometimes those figures are misleading, and they 
give them with respect to contracts, not dollarwise. 

Mr. Mutrer. Let the record show that Mr. Elliott, general counsel 
to the General Services Administration, answered your question. 

Mr. Rieuiman. Fine. This other information, of course, that you 
have given out with respect to this little pamphlet, is entirely new to 
me. 

I think it is a splendid idea, Mr. Chairman, and the presentation 
by Mr. Mansure, I think, is—well, I could use the word “splendid.” It 
made it look pretty easy for the small-business man to have his oppor- 
tunity, may I say 

Mr. Mansvure. Thank you. 

Mr. Rrewitman (continuing). To get these contracts if he is 
equipped to do it. 

Mr. Mutter. I might add, Mr. Riehlman, that this matter of the 
uniform 20-day period for prompt payment for discounts is really 
something new in government. I mean, in Federal, State and local 
government. 

Mr. Rreniman. Yes. I can see the advantage. That would assure 
the small-business man, whose capital is limited, that he is going to 
get his pay in 20 days, and a turnover of his product. It is tremen- 
dously helpful, I would think. 

I do not think that I have any other questions, Mr. Chairman. 

Mr. Mutter. Mr. Maness? 

Mr. Manerss. Mr. Mansure, I believe you stated that one of the prob- 
lems involved is the question of selling to the low bidder and then, of 
course, the small-business man has to establish that he is reputable 
and able to perform his contract. Do you not accept the certificate of 
competency from the Small Business Administration as conclusive 
proof? 

Mr. Mansvre. Yes, we would accept that. I do not mean to say we 
are making it difficult for them to establish—here is our approach to 
it from a practical standpoint. 

If we feel that the low bidder is not a competent bidder, then we do 
the investigating, rather than the reverse. Now, we do not go out and 
say, “You have got to prove to us that you can do business with the 
Government.” 

However, many times we find there is such a discrepancy, such a 
spread between the low bid and the next bid, that we immediately 
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question whether this person can handle it. That is more in public 
building than in common-use item purchasing. 

We will find some of these, like the excavation contract, will be 
just obviously not sound. Then, we make them establish their respon- 
sibility. 

Mins Bonus And they go to the SBA for a certification of com- 
petency. ; 

Mr. Mansvre. Well, they could do that, or go through their banks, 
or there is their balance sheet which we would go over. We leave it 
very — but they must establish their qualifications to bid on 
the job. 

lediien thing we try to do is that we are very cognizant of the fact 
of highly organized labor areas. If we find that a contractor is not 
bidding with union labor, he comes in from another city into a town 
or city where it is union labor, that, in itself, we feel is justification for 
turning down that low bid. 

We think it is a good basis to do it, because he will just get into 
trouble and we get into trouble. 

The Government is not fighting the unions, and we think that is 
ethical. 

Mr. Muurer. May I turn for a moment to the disposal problem ? 

The complaint we get very frequently is that the small-business man 
does not get ample notice in that field of the proposed disposal; he 
does not get ample opportunity to inspect the items being offered for 
disposal by the Government. I think formerly that was within the 
jurisdiction of the General Services Administration. I now notice it 
has been turned over to your office. 

Mr. Prxe. The Department of Defense items 

Mr. Mansvre. It isa combination. 

Mr. Pre. Yes, that is absolutely correct. Mr. Mansure and I have 
worked very closely in working up our program. 

Mr. Mutrer. Have you had the complaints we have been getting, 
that there is not —_ notice of the proposed disposal, not ample op- 
portunity to inspect 

Mr. Prxe. We get an occasional complaint, I would say, Mr. Chair- 
man. We have not had any great volume of complaints. 

Of course, I think it is common nature that any time somebody hears 
about a sale where there was a gadget or gimmick that he wanted very 
much to buy or would have been interested in, that he feels badly that 
he did not hear about it. 

Now, as I indicated, we used these three general methods, the sealed- 
bid method, and again, where the surplus material was stored a repre- 
sentative goes out into the area and these property disposal officers, for 
the most part—I am satisfied from a cross section of them that I have 
met and visits I have made to military installations where they have 
disposal operations underway—do a good job in reaching out and 
getting all possible people to bid. 

There is the auction sale method which we have been using in the 
last year and a half. I think our 1954 figures indicate about 14 percent 
acquisition cost of the total DOD generated surplus that was disposed 
of through the auction method. However, we have had very extensive 
advertising. The auctioneers compete to get the job, and when they 
get it, as I indicated before, these are large quantities of material and 
they have employed newspaper advertising. They all have their lists 
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of all of the dealers and people in the scrap and. junk business that 
they circularize themselves, and they use the radio and television. 

I have followed. them very closely and have seen New York Times 
and Wall Street Journal notices on many of them. I do not know 
how much better job, publicity wise, could be done in that area. 

Then, of course, this third method is described in my testimony, 
where the local small-business man has really the best opportunity 
with the on-site or spot-bid basis. That again will go to the people 
in the community, for the most part, and no big deposit is required 
there, which is an easy requirement for them. 

We have had some complaints, but I would say from the number that 
we have received, that it is nothing more than might be expected from 
disappointed people who heard about something after the fact—— 

Mr. Mutter. I notice in your main statement that you say : 

Sales of property with an acquisition value of $250,000 are now publicized 
in the Department of Commerce synopsis of proposed procurements * * * 

Mr. Prxez. That is correct; yes. 

Mr. Muurer. How about those of lesser value ? 

Mr. Pixe. The ones of lesser value have been publicized by the 
methods that I have just described there. 

Mr. Murer. Mr. Mansure, how do you handle that? 

Mr. Mansvure. Mr. John Thomas, Director, Personal Property Uti- 
lization Division, is here, and if he could explain his procedure? 

Mr. Tuomas. I have a brief statement here, Mr. Chairman, that I 
would like to make to throw some light of the past history of what we 
have done and what we contemplate doing in the future in connection 
with disposal of surplus. 

Mr. Rreuiman. Could I just comment briefly on what Secretary 
Pike has said with respect to the three programs that the Defense 
Department has been following in the past months? How long has 
it been, 18 months or something like that, or is it less than that ? 

Mr. Pree. That is the total operation since Operation Clean Sweep 
got underway. That goes back to November of 1953. 

But, we have developed this program, and it has been operating for 
a little over a year or a year and a half, I would say. 

Mr Riexntman. Our Military Operations Subcommittee of the 
House Committee on Government Operations has followed that very 
closely in the past 18 months, and we were tremendously impressed 
with the publicity that was given to the auction program, particularly. 
We followed several auctions, I guess; 1 in Bayonne, N. J., the first 
one, and then we went to the west coast and observed 2 out there, as 
I recall it. 

Mr. Prxe. Another at Columbus, Ohio. 

Mr. Rrentman. That is right. And we tried to watch to see what 
advantage the small-business man had. I sat through one of the auc- 
tions myself. Everyone had a fair opportunity, and there was tre- 
mendous publicity given prior to the sale. The spot bid program, I 
thought, was particularly helpful to the small-business man because, 
first of all, they had an opportunity to get complete information as to 
what was going to be sold, and then they could come in and inspect on 
the spot all of these different pieces of equipment or whatever was 
for sale. Then, of course, they could bid on it without any deposit 
being made. 
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Mr. Rrenuman. I think that we did comment on that in our com- 
mittee report particularly, and commented favorably on the Admin- 
istration’s position, ane Thomas’ position, in setting up these 
two procedures, which I think, did a great deal to help the small-busi- 
ness man to have an opportunity to get in and get surplus property 
in small quantities instead of only the larger quantities offered under 
the old sealed-bid procedure. 

I feel that it was necessary on my part to comment on it because 
we were favorably impressed, all of the members of our subcommittee, 
paricularly by the auction sale and the spot-bid programs. 

Mr. Mutrer. Mr. Riehlman, I am very happy that you added that 
to the record here. And did your committee also determine that there 
was ample opportunity being given to the prospective buyers to inspect 
the goods or the merchandise in advance of sale ? 

Mr. Rreniman. Well, we found that there was ample publicity 
given, we felt, and that there was ample opportunity given for the 
majority of the people to know about the sale; and, secondly, that the 
majority of those who were qualified to come in and procure had 
sufficient time to do it. 

Mr. Mutter. To actually inspect in advance of sale. 

Mr. Rieutman. Yes, they had in each instance that we had an 
opportunity to look at it, Mr. Chairman. 

Mr. Mutrer. Thank you. 

You may proceed, Mr. Thomas. 


STATEMENT OF JOHN THOMAS, DIRECTOR, PERSONAL PROPERTY 
UTILIZATION DIVISION, FEDERAL SUPPLY SERVICE, GENERAL 
SERVICES ADMINISTRATION ON DISPOSAL OF SURPLUS PERSONAL 
PROPERTY 


Mr. Tuomas. Soon after enactment of Public Law 152, GSA dele- 
gated to each owning agency the responsibility for conducting sales 
of its surplus personal property under ground rules prescribed by 
GSA regulation. In 1953, when Defense Department oilicials em- 
barked on a program to make drastic reductions in inventory levels of 
the military departments, they pressed for a speedup in the process of 
screening for utilization future DOD excess property in order to re- 
lieve what was called a critical warehousing situation. 

In January 1954, the two agencies agreed on a new abbreviated 
screening process for excess property. Discussion included the mat- 
ter of how disposals of surplus DOD property would be made. It 
was finally decided to allow DOD to continue, for the time being any- 
way, to sell its own surplus. 

In the ensuing months, Mr. Thomas Pike, who became Assistant 
Secretary of Defouse for Su ply and Logistics in the spring of 1954— 
pardon me, it might have been longer; I think I heard Mr. Pike 
say 1953——— 

Mr. Pree. No, 1954. 

Mr. Tuomas (continuing). Has made a businesslike approach to 
the surplus disposal problem of that Department at the Secretary of 
Defense level. 

_ Many of the sales being conducted, however, remain unsatisfactory 
in terms of public appeal and recoveries, to our way of thinking. An 
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independent survey which GSA made in November and December 
1954 of 528 Army, Navy, and Air Force sealed-bid offerings gives 
added weight to this opinion. In view of the situation, we have 
brought up to date a disposal plan which GSA developed some time 
ago which is really a middle of the road approach to the problem. 

The plan would avoid the two costly items of transfer of account- 
ability and physical movement from owning to disposal agency. It 
would make available at the selling locations, not at higher echelon 
control points, the technical assistance and guidance of experienced 
disposal specialists which is so needed to bring marked improvement 
in sales management, including increases in the present low sales 
recooveries. Better lotting would follow under this plan, further aid- 
ing small business. 

Now, as to the role of small business in the surplus property dis- 
posal picture. I would venture to say the most surplus is purchased 
for resale. The original purchasers are usually small businesses, such 
as the used construction-equipment dealers, the general-store type of 
surplus dealers, the aircraft and electronic parts suppliers, and so 
on. There are few large corporations that we know of regularly buy- 
ing surplus today. 

GSA by regulation recognizes the importance of small business by 
requiring that lotting be tailored to the buying capacities of the pros- 
pective purchasers. 

The very large number of Government selling activities throughout 
the country greatly aids in making surplus available to the small con- 
cerns. At last count, for example, there were 215 Army, 130 Air 
Force, and 51 Navy sales locations, at least 1 in every State. The 
civilian agencies account for scores more of surplus generating points. 

It is significant, too, that the average total cost of the 528 sealed- 
bid offerings previously mentioned was $25,000 in original cost—that 
was original cost—acquisition is what we are speaking of—and each 
offering was made up of from 2 to several hundred lots. In addition 
to conducting frequent sealed-bid sales, and an occasional auction 
sale, many installations run numerous small clearances called spot- 
bid offerings for more localized consumption. 

The attention of Federal agencies has been drawn to the yapsrieante 
of realistic lotting and descriptions in two recent GSA circulars, one 
covering uniform auction mt procedures, and the other directed 
specifically to enhancing public appeal by improved descriptions. 

Over $1.2 billion of surplus personalty was sold in fiscal year 1954. 
The flow of this property back into the economy unquestionably made 
many jobs not only for salesmen but for hundreds of repair shops 
and small manufacturing enterprises throughout the country. 

We will soon release a regulation which will make it possible for 
bidders to use irrevocable commercial letters of credit in lieu of bid 
deposits. This will meet a special need of small business because 
unsuccessful bidders’ funds will not be tied up. 

If you have any particular questions in connection with that, I will 
be glad to answer them. 

Mr. Mouurer. The amount you just mentioned, $1.2 billion of sur- 
plus merchandise sold in fiscal 1954 is the amount received by the 
Government or the cost of acquisition ? 

Mr. Tuomas. The acquisition cost of it. 
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Mr. Rreniman. I don’t think I have any questions, Mr. Chairman. 

Mr. Maness. Mr. Mansure, if I may leave the disposal program 
for a moment and come back to the common-use items. There was 
testimony before this committee that the Department of Defense 
and your agency were discussing or exploring the possibility of hav- 
ing all purchasing of common-use items done by your agency. Could 
you tell this committee, what is the status of this new plan and what 
is the position of your agency ¢ 

Mr. Mansure. Yes, sir. We havea chart on that. 

I could say generally that our business in the past year with Defense 
increased approximately 50 percent. We have a breakdown on the 
procurement. 

Lloyd Dunkel of our Federal Supply Service, will you please explain 
this breakdown ? 

Mr. Dunxet. This chart [demonstrating] portrays the GSA pro- 
curement for direct delivery or for our stores program, delivery to 
our warehouses and distribution, but does not include purchases made 
by other agencies under our Federal supply schedules. The chart 
portrays the percentage of military business handled by GSA in fiscal 
year, 1952, 1953, and 1954, and an estimated total business for 1955 
based on experience during the first 6 months of this current fiscal 
year. It shows that the military total in 1952 was $38.9 million 
or 30 percent of the total. In 1955 the military portion of GSA’s 
direct purchases had increased to $58.4 million or 45 percent of total 
GSA business. This is the overall result of collaborative effort between 
DOD and GSA in terms of overall purchases by GSA. 

Mr. Riehlman. Well now, these of course would be called common- 
use items? 

Mr. Manegss. Would you know what percentage of common-use 
items the Department of Defense procures ? 

Mr. Tuomas. In terms of overall dollars, sir? We do not have that 
information. 

Mr. Mavess. Is it available? 

Mr. Pre. I don’t think that that information is available. You 
see, so much of the common-use items are in the maintenance and 
operating budgets of the three military departments, and I have 
attempted to explore these figures in an attempt to be helpful to GSA, 
to try and get an idea of what the potential would be so that GSA 
would be able to more properly make their budget requests, and I 
have just been unable to fathom this information from the military 
departments. 

Mr. Rieuiman. Mr. Chairman, may I make this suggestion? 
Maybe I will put it in the form of a question to Mr. Mansure and to 
Mr. Pike, both. 

Is it not true that when the completion of the Federal catalog 
has been brought about and we have a common name for every item 
that is being used in the three services and a proper description for 
them, there is going to be a greater opportunity for the General Serv- 
ices Administration to procure a larger dollar percentage of items for 
the Department of Defense? 


Mr. Prxe. Yes, that common nomenclature certainly would facili- 
tate that. 
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Mr. Rieutman. Secondly, at that time you would be able to furnish 
to a greater degree, at least, accurate data concerning the amount 
that is being procured by the Defense Department ? 

Mr. Prxe. Yes, and by item classification area. 

Mr. Rreniman. That is right. 

Mr. Mansure. Mr. Congressman, on the basis of purchase supposi- 
tion and anticipation of what our budget requirements would be, there 
is a minimum figure that has been—I have to use a phrase—“thrown 
around” of $200 million of common-use items of Defense and a pos- 
sible figure of $300 million. How we substantiate that; that is just 
an observation from experience by a number of people—their com- 
bined thinking. 

The thing that we must always bear in mind is that defense will 
always be, even in common-use items, a much larger purchaser than 
GSA. However, GSA’s function for all civilian agencies of Govern- 
ment goes a little bit further than just for one department of Govern- 
ment. We make available the 1 or 2 or 3 office personalty 
at the same price that we do for the very large purphaser. We don’t 
have any difference in our price. Therefore, we pass quantity, the 
simplification of buying and the elimination of duplication, those 
savings we pass on to all civilian departments of Government, which 
last year amounted in personalty alone of over $40 million in direct 
savings. 

Mr. Rreniman. I don’t have any other questions, Mr. Chairman. 

Mr. Murer. Mr. Pike, you told us about some new procedures you 
hope to have in final form in the next few days, and when they are 
finalized will you send copies to the committee? That is on the last 
page of your main statement. 

Mr. Prxe. Yes, office furniture and office machines. 

Mr. Murer. Yes, and supplies. 

I think that about concludes this phase of the hearing. 

We thank you gentlemen for coming here and being so cooperative 
and helpful to the committee. 

The lanaing will stand in recess until 2 o’clock. I think we are 
through with the General Services Administration and the Defense 
Department. 

Mr. Pree. Thank you very much. It was a pleasure to be with you. 

(Whereupon, at 12:15 p. m., the subcommittee recessed, to recon- 
vene at 2 p. m., Thursday, March 10, 1955.) 


AFTERNOON SESSION 


Mr. Mourter. The hearing will please come to order. 

Mr. Triest of the Triest Manufacturing Works, will you come for- 
ward, please. 

Mr. McCativum. Mr. Chairman, I am Phillip McCallum, Assistant 
General Counsel of the Small Business Administration. I wonder 
if I could make a statement prior to Mr. Triest’s testimony. 

Mr. Mutter. Yes, surely. 

Mr. McCatium. This ek was considered by us three times and 
the client, Triest—— 

Mr. Mutter. You are now talking about the Triest Manufacturing 
loan ? 
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Mr. McCatium. Yes, and declined three times by us for credit 
reasons. We are prepared to submit a statement of case summariz- 
ing the story of the case and the actions taken by the Administration 
on it. Since it is solely a credit matter, we would be happy to reply 
to any questions that Mr. Triest might care to put to us concerning it. 
We would like, I think, to make our statement first, if you have no 
objection. 

r. Muurer. I have no personal objection to it. Do any of the 
other committee members have any objection to it ? 

Mr. Rreniman. I have no objection, Mr. Chairman. 

Mr. Mutrer. I have no idea what Mr. Triest is going to tell us. I 
don’t think any of the other members do either. 

Mr. Rreniman. I have no idea. 

Mr. Mutrer. I do know other Members of Congress have been 
advised by Mr. Triest of his problem, but I suppose it is all right. 

Mr. McCattum. Mr. Chairman, the only reason we make that sug- 
gestion is to help the committee in its study of the case. Since it is 
purely a credit matter, if we made our statement on the loan we might 
keep the case solely to the complaints, the specific complaints con- 
cerning the credit factor. It really makes no difference, but I wanted 
to offer it as a suggestion. 

Mr. Mutter. It doesn’t matter to the committee which way it is 
presented, I am sure, but 

Mr. Trrest. Mr. Chairman 

Mr. Mutrer. Just a minute, please. I want to say to the repre- 
sentatives of the Government agencies just as I said yesterday to lay 
witnesses, that we are here—this is not a courtroom and we are not 
conducting a trial, and I hope nobody feels that they are on trial 
here. But we must receive from anyone who has anything to say to 
us whatever they want to say. If there is some suggestion as to 
whether or not it should be taken in executive session rather than a 
public hearing, then, of course, we should be apprised of it and then 
the committee will decide whether it should taken in executive 
session or in public hearing. We don’t want wild charges or reckless 
charges thrown back and forth between agencies and individuals or 
individuals against agencies. Of course, we have no way of knowing 
in advance what a witness is going to say to us when the staff has not 
been in receipt of a complaint or members have not been in receipt 
of a complaint in advance and inquired into it. When, however, a 
Member of Congress, whether a member of the committee or not, 
sends to us a man who has something for our attention and recom- 
mends that we should hear this man, why, of course, we must rely on 
his judgment that it is a matter that is proper for the committee to 
hear. 

Are the members of the committee in agreement ? 

Mr. Rrentman. Perfectly, Mr. Chairman. 

Mr. McCatitum. We will withdraw the request, Mr. Chairman. 

Mr. Mutrer. Now, Mr. Triest. 

Mr. Trrest. Mr. Chairman—— 

Mr. Mutrer. Pardon me, Mr. Triest. Your full name and address, 
please. 

Mr. Trrest. I am Willard G. Triest, president of Triest Manufac- 
turing Works, Annapolis, Md. 

Mr. Mutter. You may proceed, sir. 
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STATEMENT OF WILLARD G. TRIEST, PRESIDENT OF TRIEST 
MANUFACTURING WORKS, ANNAPOLIS, MD. 


Mr. Trrest. This statement has to do with a loan application of the 
Triest Manufacturing Works, submitted to the Smal] Business Ad- 
ministration, in which the Farmers National Bank of Annapolis, 
Md., agreed to participate to the extent of 35 percent and which was 
turned down on three occasions during a 44 month period, 

It is felt that not only has the spirit of the law creating the SBA 
been violated, but that the whole manner of processing this applica- 
tion bears the imprint of the most inexcusable bureaucracy. To sup- 
port this charge it is necessary that we examine the background and 
chronology of this case. 

History: I am a civil engineer, 49 years of age, been in business 
since 1926 mostly with my father’s concern, the Triest Contracting 
Corp., subway and bridge builders of New York, as vice president and 
president and have had 5 years of manufacturing experience plus 5 
years in the Civil Engineer Corps of the United States Navy as a 

attalion and regimental commander. In all I have had 22 years of 
responsible charge in production and administration. 

In the spring of 1954 I acquired the controlling interest in a small 
machine shop, located in Annapolis, Md., which was in financial and 
administrative difficulties. I proceeded to reorganize it and supply 
it with the necessary financial assistance. The company was at that 
time engaged primarily in Government defense work and had built a 
good technical and performance reputation—but before taking over I 
had determined that in order to be sound the company had to have at 
least 50 percent of its business civilian. 

In the preceding 6 months I had been investigating a new product, 
not yet on the market, called a Stilsomatic wrench which is a vastly 
improved type of pipe wrench. My inquiries to the York Research 
Corp. (a famous research and marketing corporation with large test- 
ing facilities) and to many others, convinced me that the sale of some 
450,000 units in the first year would not be impossible. (We have 
never, however, contemplated the sale of more than 120,000 per year.) 

Now at this point, if I may, I would like to digress a moment to show 
you the wrench so that you will know what I am talking about, just 
briefly. 

(The wrench is demonstrated to the committee. ) 

Mr. Triest. This is what we think is the first improvement in still- 
son wrenches or pipe wrenches since their inception. It is an automat- 
ically adjustable wrench, so that once it is set for a particular size of 
pipe in can be used on any 1 of 3 sizes of pipe without changing the 
setting. It works on pipe, on the adjacent fitting on the next size of 
pipe and on the fitting that goes with it or the next size of pipe. 

It is 40 to 60 percent lighter than any wrench on the market and 
about 25 percent stronger. It is safer to operate. It will not fall off 
the pipe once it is applied to the pipe. A man standing on a ladder 
can let go and it will not fall off. He can work with it lying on his 
back in a boiler or in the hold of a ship or in a tank. It has the ex- 
treme advantage of being lightweight, and it is a hollow-tube con- 
struction pipe which gives it that enormous strength. 

It is for this reason that the York Research Corp. and others who 
have examined the wrench over the last 4 years have indicated that 
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they think it is the most revolutionary product that they have seen. 

I then proceeded with friends to form the Stilsomatic Tool Corp. 
and acquired control so that I could guarantee to the Triest Manu- 
facturing Works the exclusive manufacturing rights for the first 2 
years, at least. 

Simultaneously we began selling for Triest Manufacturing Works 
and by October we had 3 Government contracts totaling approxi- 
mately $68,000 with prospects of an additional $240,000. 

It was apparent though by the middle of August that we would 
require additional working capital to process this amount of work— 
$68,000 worth of Government contracts and even 30,000 wrenches (over 
a few months period) to say nothing of additional contracts we ex- 
pected—and so we began to develop our SBA application. On October 
5 we filed our application for a $65,000 3-year loan, with a 35 percent 
participation on the part of our bank. We understand that 10 percent 
is the normal participation. This participation was agreed to by the 
bank only after they had conducted a thorough investigation on their 
own and endorsed us in a strong letter. I quote from the bank’s let- 
ter of transmittal : 

The proposed loan is one of a decidedly capital nature and is not one that we 
would be willing to make in its full amount or to recommend participation by 
our correspondents. However, we believe the principals do represent qualifica- 
tion and management ability deserving of confidence and we are willing to accept 
the risk indicated by the application for deferred participation agreement, sub- 
ject to the loan conditions specified in enclosure 17. We believe the application 


would be worthy of your earnest consideration. Signed J. N. Shumate, presi- 
dent. 


The Farmers National Bank, for your information, stands among 


the very first in successful loan records. 

To recite the entire records of this application through the Balti- 
more, Richmond, and Washington offices of SBA would be pointless 
and time consuming. Suffice to draw your attention to the follow- 
ing : 

(a) We were investigated by Mr. Snodgrass, a financial member of 
the loan committee from the Washington office, as Hurricane Hazel 
had intervened and the local investigator had been assigned to the 
eastern shore disaster area. We respectfully request that Mr. Snod- 
grass’ report be called for and read into the record. 

(>) We were investigated by a Mr. Kovacs, a mechanical engineer 
and production man from the Richmond office. We respectfully re- 
quest that Mr. Kovacs’ report be called for and read into the record. 

(ce) Our application was processed through the Richmond office 
after countless delays attributed to “overwork and lack of personnel” 
and was assigned to an investigator, Mr. De Tunk, in the Washington 
office. On November 16 our application was turned down. The rea- 
sons given were: (1) Insufficient collateral; and (2) inability to 
repay. (We had offered to assign a Government subcontract, in the 
amount of $39,956 plus a chattel mortgage on our equipment, an ap- 
praisal of which had been made, at SBA’s suggestion, by an independ- 
ent appraiser. This appraisal made at liquidating value was for 
$33,597.) 

(7d) At our request we were accorded an interview with Mr. De 
Turk and after acceding to his suggestions and those subsequently 
made by the Richmond office, filed for reconsiderations. Mr. De Turk 
suggested that we do the following: 
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1. Submit a cash-flow sheet of our expected operations for the 
ensuing year. (This had not been required by the application 
form although some 17 other exhibits had been called for. It was, 
however, prefectly in order. ) 

2. List and offer to assign approximately $330,000 in new con- 
tracts which had been obtained since the original filing date. 
This, of course, strengthened our case but had been indicated in 
the original application only the contracts had not been signed at 
that time, etc. 

(e) On November 24 our second application was filed and after 
much time-consuming and costly delay was turned down on December 
17. The reasons given were the same, namely: (1) Insufficient col- 
lateral; and (2) Inability to repay. 

This in spite of the fact that we had now offered to assign approxi- 
mately $400,000 worth of Government subcontracts, as well as mort- 
gage on the equipment. Our ability to repay was, of course, much 
greater as a result of these new contracts. 

(f) On November 26 Mr. Shumate, president of our bank, having 
been informed of our original turndown wrote a sharp but eminently 
fair letter to the SBA pointing out, in his opinion, SBA’s failure 
to comply with the law. This letter daring to be critical of the SBA 
drew the ire of the SBA director who allegedly stated that he did not 
care what the banks thought of him. 

It is respectfully requested that Mr. De Turk’s report be called for 
and read into the record. 

(g) In considering Mr. De Turk’s report, however, it should be 
pointed out that Mr. De Turk is not in any way a mechanical man and 
therefore not, in our opinion, qualified to pass on the potentialities 
of our stilsomatic wrench, which he is alleged to have done. He did, 
in fact, consult over the phone, with a wholesale plumbing contractor 
in Washington about the sales prospects for such a product but this 
contractor, never having seen or heard of the wrench is alleged to have 
refused to give a considered opinion one way or the other. In the 
last analysis, however, on December 20 we were advised through the 
Richmond office to withdraw the wrench as a potential source of rev- 
enue which of course did much to weaken our picture. 

(h) On December 21 we filed for a third time, with a new and 
equally strong letter from our bank, but having eliminated the stilso- 
matic wrench and reduced the terms of the loan to 1 year. Under 
these conditions the whole complexion of the loan was changed and it 
did not appear nearly as sound as it had in the second filing. In order 
to get any consideration, however, we were required to do as they 
advised and so we complied. 

(¢) Then followed endless telephone calls, new statements, letters 
and an interview with Mr. Barnes, the director, and Mr. Rawlins, 
his assistant, and including also an entirely new examination by Mr. 
De Turk—this time in the field. 

(7) Finally on February 3 we were again turned down and for the 
same unjustified reasons. 

Let’s look a minute at the results of all this procrastination and poor 
judgment on the part of SBA. 

(a) We needed the money or we wouldn’t have applied for it and 
had every reason to expect that the loan would be granted in from 
6 to 10 weeks. . 
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(6) As the weeks passed, however, our financial picture became 
strained and our credit suffered accordingly. 

(c) In the latter part of December we almost had to close our doors 
for lack ofcash but through the kindness of friends were able to bor- 
row enough to carry on a while longer. 

(d) In this period there were several changes in our production 
contracts which slowed up deliveries, so that, again in January and 
February we were faced with one crisis after another. Again we had 
to borrow and at these times under very adverse conditions. 

(e) All of these negotiations have been extremely costly not only 
in time and money, but in having taken me, the responsible adminis- 
trative head of our business, away from my main job—making money 
for the company through driving administration. 

(7) We have been delayed months in getting our stilsomatic wrench 
in production, due to lack of funds. 

(g) We have been unable to secure the services of a much-needed 
and very much-wanted general superintendent who would only come 
to us on a contract basis due to our unfavorable balance sheet. 

(h) We have been forced to sublet and thus lose the profit on a 
large portion of our ring contract and finally— 

t) We have had to suffer the cancellations of two other contracts 
totaling $280,000. 

This statement has been made not in any spirit of recrimination 
but solely in the hope that some good will come from the exposure 
of the wrongful and wasteful handling of this and many other cases. 
This country needs small business’ help and small business needs its 
Government’s help. 

Finally, let me say this: We still need money—yes—but we haven’t 
the time, nor the money, that it would take to process another applica- 
tion under the SBA’s present policies. If the SBA wants to rectify 
this situation, however, we shall be only too glad to cooperate but only 
under these conditions : 

(a) We will gladly prepare any reports required. 

(6) We will deal only with the final authority and not through 
numerous intermediates. 

(c) We will require that our stilsomatic wrench, which inciden- 
tally will mean much to the Defense Department, be accredited as 
well as other civilian production. 

Thank you, gentlemen, for permitting us to present this case. 

Mr. Motrer. Thank you, sir. 

Congressman Lankford, do you wish to say anything with reference 
to this or any other matter before the committee ? 


STATEMENT OF RICHARD E. LANKFORD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MARYLAND 


Mr. Lanxrorp. Mr. Chairman, I thank you for giving me this op- 
portunity to appear before you. 

I do not pretend to be a financial expert in any way, shape or form. 
However, in studying this case and knowing the people involved in 
it, particularly the bank with which I have had many dealings, I feel 
that the position taken is one of the strongest assets that Triest Manu- 
facturing Corp. has, and a look at the record of the bank would show 
that they are not ones todeal lightly with money. 
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I also feel that the Small Business Administration, in its dealings 
with the Triest Manufacturing Corp., has certainly not complied with 
the spirit of the act which set it up, because it seems to me that they 
have done everything they could to prevent the making of the loan 
rather than aiding the small business which is so badly needed and is 
greatly needed in my District, and particularly in the area where the 
Triest Manufacturing Corp. is located. 

It seems to me that the primary function of the Small Business 
Administration is to aid small businesses and not to place stumbling 
blocks in their way. 

Mr. Moutrer. Thank you, Mr. Lankford. 

Any questions of Mr. Triest, gentlemen ? 

Mr. RiruitmMan. Well, I would like to withhold my questions until 
the SBA has had an opportunity to present their case. 

Mr. Roosrvett. So would I, Mr. Chairman. 

Mr. Mouurer. Now then, who on behalf of SBA would like to pre- 
sent its case ¢ 

Mr. Enates. I would, sir. 


STATEMENT OF W. NORBERT ENGLES, DEPUTY ADMINISTRATOR 
FOR FINANCIAL ASSISTANCE, SBA (ACCOMPANIED BY PHILLIP 
McCALLUM, ASSISTANT GENERAL COUNSEL; HARRY DE TURK, 
LOAN EXAMINER, WASHINGTON OFFICE; AND LAWRENCE S. 
CASAZZA, ALL OF THE SBA) 


Mr. Enotes. Mr. Chairman, I am W. Norbert Engles, Deputy Ad- 


ministrator for Financial Assistance, SBA. 

The Triest Manufacturing Co., through its bank, first applied for a 
loan on October 5, 1954. The bank’s share was a 35 percent partici- 
pation in an $85,000 loan. The proceeds of the loan would be used 
as follows: $17,000 to pay off a present bank loan to the bank that was 
participating ; $6,850 for accrued taxes, $4,543 for past-due accounts 
payable, $10,000 for purchase of equipment, and working capital of 
$26,607. 

The collateral offered was the machinery and equipment in the 
plant on which we placed a liquidating value of $21,000. 

At that time I think the record would show that operations of the 
company for the 214 months approximately that Mr. Triest had been 
in control were as follows: The sales were $7,419 and the loss for that 
period was $2,000. He did project sales for the full year of 1955 of 
$595,000, and, of course, he expected to make a profit on those sales of 
$38,750. We didn’t have the records of his predecessor company from 
which Mr. Triest took over and I understand that company was prac- 
tically in a bankrupt condition. 

The loan was declined first; as I said, the application was filed on 
October 5 and, as Mr. Triest has explained, the hurricane disaster was 
occurring on the Eastern Shore of Maryland and we sent one of our 
financial men from the Washington office over to handle the appli- 
cations in the Baltimore branch office. The application was filed on 
October 5 and was declined on November 18, which was a little over 
a month from the time it was first accepted and the data gotten to- 
gether and passed on in the Richmond office and sent to Washington 
and the Administrator declined it on November 18, 1954, for the 
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reason of inadequate collateral and lack of reasonable assurance of 
ability to repay loan from earnings. 

It was our feeling that because loss sustained to date, there was 
no assurance that the contracts could be processed profitably. 

I might say, in addition to the fixed assets consisting of machinery 
and equipment, Mr. Triest did offer subcontracts that he had with an- 
other company, the Aircraftsman Co. of Gardena, Calif. 

When the loan was declined the applicant asked for reconsidera- 
tion. The application for reconsideration was received on November 
24 and declined on December 16 for substantially the same reasons. 

Another factor in connection with this loan was that we didn’t be- 
lieve that the working capital provided by the loan would be sufficient 
to process the contracts. 

Now Mr. Triest had told our financial specialist in Washington, Mr. 
De Turk, the man that he just mentioned, that he probably would 
have no difficulty in getting his suppliers to go along with him. He 
owed them some money but they were friendly and would go along 
with him, and would not expect to get payment of anything that he 
owed them until his contracts were completed and the Aircraftsman 
Co. would pay them off. 

While we were in the process of looking at the application, his 
major contractor, the Maryland Forge Co. of Baltimore, had called 
our Baltimore branch office to find out when we were going to make the 
loan and disburse it, so that they could get payment on some accounts 
that Mr. Triest owed them. 

The third time the application was reconsidered, it was filed on 
December 20. And when we say “filed” we mean that it was done by 
letter ; it wasn’t a complete processing of another application but was 
simply another reconsideration with whatever data the bank at that 
time would submit. That was filed on December 20, and when it 
came up to the Administrator for consideration the question of the 
suppliers going along with him was brought up. It was our thought 
at that time that if the suppliers would go along with him we might 
be able to work something out for him. 

So we sent Mr. De Turk to Baltimore and Annapolis to check on 
that. He found that the Maryland Forge Co., which was processing 
approximately 85 percent of the subcontract work for Triest—I think 
it was 85 percent; it might be 80—I think Triest actually subcon- 
tracted 80 percent of the contracts; in other words, Triest had a sub- 
contract from Aircraftsman; they in turn subcontracted to other out- 
fits some part of the work. So only approximately 20 percent of the 
actual work was done in the Triest plant. Maryland Forge would 
do a certain part of it. They would send it to Triest and Triest would 
do some part of it. I have some samples over here if the committee 
would like to see them. 

Mr. Mutter. I don’t know that we are interested in that detail. 

Mr. Enates. But it all times in with the financial responsibility of 
the company to do the work. 

Now, Maryland Forge reported to Mr. De Turk that they were in 
no position to carry the Triest Manufacturing Co. for their part of 
the contact work until he got paid finally by Aircraftsman. As a 
matter of fact they were thinking at the time of applying to the SBA 
for a loan. 

62408—55——27 
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Mr. De Turk also contacted several other companies in Baltimore 
and reported back to Mr. Barnes, which delayed final action on the 
application. As I said, it was filed on December 20 and was finally 
declined on February 3, 1955. 

I think that in trying to help a company, we are being criticized 
for what might seem undue delay, but actually we processed the first 
application in a little over a month. The second consideration was 
ee in about the same time. The third one was delayed because 

r. Barnes wanted to be definitely certain that he had all the facts. 

I might also say that Mr. Triest was a vice president of the Lami- 
nated Woods Products Co. which had borrowed approximately 
$125,000 from the RFC in 1947. The information we bat on that loan 
was that part of the plant was leased out, and during this time the 
plant was destroyed by fire and RFC sustained a loss in that loan 
of about $53,000. 

I think that about covers it, Mr. Chairman. I do want to say this, 
that we gave very serious consideration to the bank’s willingness to 
come into the loan. The company already owed the bank $17,000. 
That was a factor. At the same time that there is new money going 
into this company there could be a loss. I am not in a position to say 
what the conditions are of the bank’s loan. 

I will be very glad to submit the reports of Mr. Triest to the com- 
mittee. They are confidential reports of the agency, but I would be 
glad to submit them to the committee for your own use. I want to be 
sure that I have got them all here. 

Mr. Mutter. Are these your originals you have here? 

Mr. Enotes. These are aptionins, but I want to be sure and check 
them. 

Mr. Mutter. You have three reports, I assume—one from Mr. Snod- 
grass, one from Mr. Kovacs, and a third from Mr. DeTurk. We will 
receive those for use by the committee. We would like to have them 
for use during the course of this hearing. 

Then these are copies, are they, or do you have to have them returned 
to your files ? 

Mr. Enotes. They are copies. 

Mr. Mutrer. They are copies. They will remain with the committee 
but will not be made a part of the record. 

Mr. Enotes. One of them is an official record taken at the loan 
meeting itself and we would be very happy to supply you with a dup- 
licate copy of that. 

Mr. Mutter. The document you are referring to now is headed 
“Memorandum to the Administrator”? It doesn’t appear to be dated. 

Mr. Casazza. It is not dated, Mr. Chairman; it is done in ink. 

Mr. Mutter. Oh, yes; in ink at the very top—February 3, 1955. 

Mr. Casazza. That is correct, sir. That is the last action we took. 

Mr. Mutter. That is the original copy which I will return to you 
and you will supply us a copy. The same rule will be applied to this 
as rol ag other tent documents—it will not be made a part of the 
record. 

Mr. Roosrvett. May we have Mr. Kovacs’ report, which I under- 
stand is not here? 

Mr. Casazza. Mr. Kovacs’ report is not here, but we will supply it 
to the committee. 
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Mr. Roosever.tr. Mr. Chairman, would it be possible to have these 
reports just briefly summarized as to what they contain which the 
committee should know ? 

Mr. Enates. Well, it is the whole, entire credit report on the loan. 

Mr. Roosevetr. Do each one of them suggest that the loan be 
turned down ? 

Mr. Enotes. Well, I think the only favorable recommendation on 
that loan was by Mr. Snodgrass, who was basing his opinion consider- 
ably on the bank’s willingness to carry on with this company. 

Mr. Kovacs’ is the engineering report. I have not read his report 
recently, but I don’t think there was any question about the technical 
ability ; it was the financial ability of the company to carry on. 

Mr. Roosevett. In other words the technical side of it was approved 
by Mr. Kovacs’ report, and then Mr. DeTurk’s report recommends 
turning it down on these two grounds. 

Mr. Enotes. I might say that Mr. DeTurk, after talking to Mr. 
Triest, had recommended the loan based on the creditors going along 
with him, but when these calls came through from Maryland Forge 
and some of the others inquiring as to whether they would get any 
money out of this loan, which was solely to process these contracts and 
pays off those past-due accounts, et cetera, Mr. DeTurk did not believe 
there would be enough working capital available to carry the company 
and process the contracts. So he changed his recommendation solely 
for that reason. 

But I say again, and I want to make this very clear to the committee, 
inaking a loan or extending credit is not an exact science. It is a man’s 
judgment. We have our procedure set up so that we are not relying 
on any one man’s particular judgment. We doublecheck ourselves 
and we have a review committee that carefully reads these reports and 
makes a recommendation to the Administrator. This loan was turned 
down entirely on credit factors, and it is our own judgment, it is the 
Administrator’s judgment. We have turned other loans down and 
we have made loans, but it is entirely on the matter of credit judgment. 

Mr. Mutter. Mr. Engles, you have submitted to us what purport 
to be four reports. AlL however, seem to be those of Mr. DeTurk, 
one dated November 10, 1954, one dated December 8, 1954, a third 
dated January 21, 1955, and a fourth dated January 24, 1955. Now, 
where are the Kovacs report and the Snodgrass report ? 

Mr. Enates. Well, the Snodgrass report is in there too. 

Mr. Mutter. Indicate it to us, please. 

Mr. Enotes. Oh, the Kovacs report is in the files. We will sub- 
mit it. 

Mr. Mutter. The Snodgrass report you say is incorporated in one 
of these ? 

Mr. Enates. You see, the Washington examiner reports are at- 
tached to this part of the report, the one dated October 5, 1954, from 
the SBA Regional Financial Specialist Report on an Application for 
Business Loan, Richmond Regional Office. Do you want me to sepa- 
rate them ? 


Mr. Mutter. Oh, no; don’t separate them. What is the first page 
of that? 


Mr. Enotes. The first page of Mr. DeTurk’s report of November 
10. That is attached to the top. 
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Mr. Muurer. Did Snodgrass recommend that the loan be approved 
or disapproved ¢ 

Mr. Enates. Mr. Snodgrass recommended that the loan be approved. 

Now that report went to the regional office. This is the procedure. 
It went to the regional office and the regional office did not return Mr. 
Snodgrass’ report. 

Mr. Muurer. And who in the regional office acted on it? 

Mr. Enoues. That was Mr. Moore, who is the Richmond office Re- 
gional Director, Clarence Moore. 

Mr. Mutrer. Are the recommendations part of the papers sub- 
mitted to us? 

Mr. Enotes. I will submit that information. 

Mr. Mutrer. If you will, please. 

This completes the report—this group. Well then, how does Kovacs 
come into the picture? 

Mr. Enaues. Mr. Kovacs is an engineer, and I am perfectly willing 
to submit his report and I am perfectly willing to say that it was 
favorable. He is the engineer who looked at the plant facilitites to 
see if he thought they could actually do the job. 

Mr. Motrer. And that report you will submit to us? 

Mr. Enates. Yes, sir. 

Mr. Mourer. There is a rollcall on the floor. I suggest that we sus- 
pend for 30 minutes. 

(Thereupon, the subcommittee recessed at 2:45 p. m.) 


AFTER RECESS 


Mr. Mutrer. The hearing will come to order. 

Mr. Enotes. I was in the process of identifying the reports, when 
the committee recessed. 

The first report, which is a combination of our regional office report, 
the review committee report on the loan, and I have already indicated 
the action taken—this report—it is a combination report stapled to- 
gether, headed “Washington Examiner’s Review,” dated November 10, 
1954. That is on the first consideration. 

The second consideration is SBA, Washington Examiner’s Report 
reconsideration, dated December 8, 1954. That has attached to it as 
the last sheet Mr. DeTurk’s reversal of his recommendation which I 
indicated was favorable until the time he discovered the creditors 
would not go along. 


It also includes Mr. DeTurk’s favorable recommendation on the 
loan. 

These, as Mr. Barnes stated the other day, are confidential agency 
reports that we normally do not publish. We do not publish the indi- 
vidual recommendations, 

The third report is the SBA, Washington Examiner’s Report, 
second reconsideration. That is dated January 24, 1955. That is 
attached to Mr. DeTurk’s report of his visit to Baltimore and 
Annapolis. 

That memorandum is dated January 21, 1955. 

One other thing that I would like to say, the application was first 


considered based on a statement and balance sheet dated September 
18, 1954. 
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The last application was reconsidered based on the bound sheet 
dated December 31, 1954, which showed an earned surplus deficit of 
approximately $33,000 as compared to a surplus account under 
September 18 statement of $3,300. It appeared to us on September 
18, 1954, to December 31, 1954, that there was a loss of about $37,000 
sustained. 

Mr. Mutrer. Mr. Engles, is there anything in your files of a con- 
fidential nature against the character, or integrity of the individual 
who was in control of the applicant corporation or against the appli- 
cant corporation ? 

Mr. Enates. No, sir. 

Mr. Mutter. I think you said something to the effect that at least 
one of the subcontractors of the applicant corporation was contacted 
and he had advised that he would not wait for his money. 

Does that mean that he would not wait until an SBA loan was 
repaid, if one were made ? 

Mr. Enates. No,sir. As I understand it, Mr. Triest related to Mr. 
DeTurk at the time he was working on the loan that his creditors 
would not press him for payment of their accounts. They were sub- 
contractors under Triest; that they would wait until the contract was 
complete. If that had been a fact, it might have been possible to take 
the small matter of working capital available from this loan and 
process the contract. 

We were trying to make the loan available for that. 

As I said before, during the period that the loan was being con- 
sidered the Maryland Forge Co. called our Baltimore office to inquire 
when the loan would be acted on and disbursed, because they were 
interested in getting their money. And they were also contacted by 
Mr. DeTurk as is covered in the report. 

Mr. Mutrer. You mentioned something about another company 
that Mr. Triest had been connected with, the Laminated Co. 5 

Mr. Enates. That was a credit factor involved in the examination 
of the loan. Naturally, we check all sources. 

Mr. Mutrer. What was his connection with that company # 

Mr. Eneates. Our information was that he was president. 

-Mr. Mutter. Was he also a stockholder ? 

Mr. Enetes. I think so. 

Mr. Moutrer. Did he give a personal guaranty to the RFC loan? 

Mr. Enates. I cannot answer that question, sir. 

Mr. Mutter. Is there anyone else in SBA who could answer it? 
Was any inquiry made about it ? 

Mr. Enotes. I think that Mr. Triest could probably answer it. We 
brought it up with him. 

Mr. Mutter. Mr. Triest, do you recall the RFC loan ? 

Mr. Triest. I do, very distinctly, sir. May I, when my turn comes 
read this letter that I have that I addressed to the SBA which out- 
lines and discussed the entire procedure. I would like to read it. 
Would you like to have me read it now ? 

Mr. Mutrer. I would like to get this question answered for the 
record at this point. Had you personally guaranteed that loan? 

Mr. Trrest. No. 

Mr. Mutter. It wasa corporate loan ? 

Mr. Trrest. Yes, sir. 
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Mr. Mutrer. In order to keep the procedure orderly we will call 
you again, and then you can give us the full story at that time. 

Mr. Trrest. Very well, sir. 

Mr. Moutrer. I notice that in the report.of November 10, 1954, the 
recommendation was to decline the loan fer two stated reasons, and 
then there is a further recommendation. This is over the signature of 
Mr. Haywood, Chief, Financial Assistance Section, concurred in by 
Chief, Financial Assistance Section, Clarence P. Moore, regional 
director. 

There is a further recommendation that the applicant be advised 
consideration will be given to an application for $30,000 for the proc- 
aon of its contracts for 147,988 lugs, for a total contract price of 
539,956. 

Was that recommendation conveyed to the applicant? 

Mr. Enetes. I am sure it was. 

Mr. Mutter. Mr. Triest, will you make a notation so that when 
you are recalled, you can tell us about that, please? 

Mr. Trrest. Yes, sir. 

Mr. Muurer. Mr. Triest said that after the application was turned 
down—I think the first time—the recommendation was then made that 
he exclude from his application any reference to the wrench, or, that 
the money that might be earned from its manufacture—are you 
familiar with that phase of the recommendation ? 

Mr. Enotes. In a general way. As I understand it, the wrench was 
more or less in a developmental stage. 

I have Mr. DeTurk with me. He probably could answer that ques- 
tion in more detail. I would be glad to call him. 

Mr. Motrer. All right. Mr. DeTurk, will you identify yourself 
for the record—give your full name and address, please ? 

Mr. DeTurx. My name is Harry C. DeTurk, Loan Examiner, Small 
Business Administration. 

Mr. Mutrer. Mr. DeTurk, Mr. Triest has told us with reference to 
this application during the course of the negotiations back and forth, 
the recommendation was made that he withdraw from the application 
the stilsomatic wrench as a potential source of revenue? 

Mr. DeTourx. That was discussed in the office when he and his group 
came in to see me. It was suggested that we would reconsider the loan 
for processing contracts on the lugs and the clamps. However, it 
would have to be considered on the same basis as the other application. 
There was no assurance that we could find enough reason to even make 
the loan for the contract work. 

Mr. Mutter. What I am directing my inquiry to is to find out 
whether or not you or anyone in your Administration made the sug- 
gestion that that part of his potential earnings should be withdrawn 
from the application? 

Mr. DeTurx. No; not from the earnings. 

Mr. Enotes. The potential earnings. 

Mr. Mouurer. Tell we what the suggestion was, Mr. DeTurk? 

Mr. DeTurx. Well, in view of the speculative nature of the stilso- 
matic wrench we felt that a small company, needing as much working 
capital as he did, and having these large Government contracts, would 
be better off if they concentrated on the subcontract work until they 
got on their feet, so that they could maybe produce this speculative 
item. 
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Mr. Mutter. Was it the suggestion that they give up the idea of 
making this wrench? 

Mr. DeTorx. No. 

Mr. Mutter. What was the suggestion ? 

Mr. DeTurx. We suggested that they reapply for the loan, that it 
be reconsidered on the basis of the contracts only, and that was the 
time that I asked him to present the cash-flow sheet showing the work 
that he was contemplating, which cash-flow sheet included the stilso- 
matic wrench. 

Mr. Roosevett. I understood you first, however, to say that you 
felt that they should concentrate on the subcontract work; in other 
words, you did imply that they should drop the development of the 
wrench for the time being? 

Mr. DeTourx. That is in a sense correct. 

Mr. Mutrer. May I suggest that we get beyond the point of impli- 
cation. Let us find out if we can what was said. Either you said it to 
him or you did not say it to him. I do not think you were dealing in 
implications, were you, or inferences? I think it was a frank dis- 
cussion, I hope. 

Mr. Rooseveur. Let him answer. He was the one there. 

Mr. DeTourx. It was a frank discussion. They came in to discuss 
what their possibilities were under reconsideration. I told them how 
I felt about the speculative item, the stilsomatic wrench. 

Mr. Motrer. Tell us what you said to him as nearly as you can 
remember. 

Mr. DeTourk. As nearly as I can remember I said that I thought 
that if they would concentrate on producing these contracts that they 
may have a better chance of continuing and a better chance in present- 
ing the new loan application under those circumstances. 1 do not 
know the exact words I used, but being a loan examiner J could just 
recommend. And I said it would look more favorable if they elimi- 
nated it for the time being. 

Mr. Mutter. We have been told from time to time, and we believe 
that it is a good practice that the SBA in its various regional offices 
attempt to help the applicant get his application in such form that it 
comin approved. 

There seems to be some difference, at least difference in my mind 
probably as to what occurred with reference to that wrench when you 
got to talking about it. The implications, or call it the inference, to 
be drawn from what Mr. Triest said or has said to us is that you 
wanted it taken out of the application for the loan, that is, any refer- 
ence to the wrench. 

I want to know whether or not—and I think the committee wants 
to know whether or not that is what you said. Or did you say to him, 
“You had better give up the idea of working on this wrench—forget 
about the wrench and concentrate on your other items, and give us an 
application for a loan that is going to cover those items?” 

r did you simply say to him, “Leave out of your application any 
reference to your wrench, and maybe we can do a better job on your 
application ?” 

Mr. DeTurx. I did not say to leave the wrench out of the applica- 
tion, in so many words. I did say that I thought it would lool more 
favorable if he applied for funds to process the contract work, the 
lugs and the clamps. 





418 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


Mr. Enere. It was a question of working capital. We did not be- 
lieve that the loan funds would provide enough working capital to 
process the contracts, plus take on a speculative item which he would 
have to sell competitively. 

So I am sure the regional office had suggested that he concentrate 
on his contracts—were they covered in this financial condition, they 
needed to conserve all the working capital they could. They had ap- 
proximately $300,000 in contracts. The working capital provided by 
this loan would be about $25,000 or $26,000. So he needed to conserve 
every dollar he could get to process his contracts which he was familiar 
with and had sold and did not have to worry about going out and sell- 
ing that item. 

He had that sold. He had contracts for it. 

With the wrench it is a different question. It might be a perfectly 
good wrench and something that he could pick up later and that 
would be a good selling item, but in his condition he did not have the 
funds to do it. That is the way we looked at it. We were not dis- 
couraging him by telling him to throw it away. It was an item he 
could get to when he had the money. 

Mr. DeTorx. I might add that I felt so strongly about the wrench 
in recomminding that loan at that time, after discussing it, and again 
analyzing it under those circumstances and recommending it, that I 
put in a condition that none of the funds were to be used for the pro- 
duction of the wrench. 

Mr. Mutrer. You say that was one of the conditions that you 
imposed. 

At what point did you say? 

Mr. DeTurK. When I recommended the loan, after the second con- 
sideration. 

One reason was when the cash-flow sheet was presented it included 
the production of wrenchs for a total of about $327,000. So I had 
to segregate the figures that applied only to the contract work. 

That is the recommendation that I later rescinded after learning 
about the nonagreement with the suppliers. 

Mr. Mutter. Was that recommendation ever put in writing ? 

Mr. DeTurx. Yes; it is part of one of my reports there, the second 
report. 

Mr. Enates. That is the second report. Mr. DeTurk recommended 
it, and then after he learned about the suppliers 

Mr. Mutrer. Point out to us the recommendation that we do not 
use any of the proceeds for the stilsonmatic wrench ? 

As a matter of fact, I think you were mistaken, were you not? 
Actually, what you did was ask for an assignment of additional se- 
curity for this loan of the contract covering the wrench between the 
applicant corporation and the owner of the patent, and under which 
this applicant agreed to produce the wrench? Isthat not so? 

Mr. DeTurk. That is exactly what is in here, yes, sir. 

Mr. Mutrer. Can you show us any recommendation to omit it ? 

Mr. DeTurx. I must be mistaken about it. 

Mr. Motrer. Is there anything in any of the other reports where 
you recommended to the company to give up work on the stilsomatic 
wrench. 

Mr. Rieutman. Might I ask him if he had a conversation with the 
other Small Business Administration officials—a verbal conversation 
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in which he suggested that Mr. Triest give up the manufacture of the 
stilsomatic wrench ? 

Mr. Enetes. I am sure that I cannot remember all of these cases, 
but I am quite sure that the speculative nature of the wrench was 
discussed at the loan review committee meeting. And we did not 
believe that there would be enough working capital to process the 
contract and the wrench’s future development. 

Mr. Murer. The committee would be interested in seeing anything 
in any of the documents, Mr. Engles, that would support that kind of 
a recommendation or would indicate that that recommendation was 
made or passed on to the applicant. 

Mr. DeTurk. I will have to withdraw my contention that I did 
have that in asa condition. I considered it at the time. I must have 
overlooked it. Iam sorry. 

Mr. Mutter. Is it fair then to say that Mr. Triest’s statement is cor- 
rect that he was told to take out of the application reference to the 
earning potential of the wrench in order to strengthen his applica- 
tion for the loan? 

Mr. Enates. I think it is fair to say that it was probably suggested 
to him that we would try to make a loan to process the contract and 
leave the wrench until he got in a better financial condition. 

Mr. Mutrer. But there was nothing in any of the recommendations 
anywhere along the line that he ought not to use any of his working 
capital for the wrench. I am now talking about the action by any 
part of the agency or the review committee. 

Mr. Enetes. No, sir. I think only inference could be drawn from 
that. 

Mr. Rreuiman. I would like to ask 1 or 2 questions, Mr. Chairman. 

With respect to the bank loan, Mr. Engles, to which reference has 
been made, is it true that the bank was willing to participate up to 
35 percent of the loan ? 

Mr. Enotes. That is correct. 

Mr. DeTurx. That is correct. 

Mr. Rreutman. I want to be corrected if what I state is not cor- 
rect. Did you not say that the bank was not putting in new capital? 

Mr. Enotes. No, sir, the bank was actually putting in—the bank was 
getting paid out $17,000 and putting back in $22,750. 

Mr. Rreniman. They were putting in how much ? 

Mr. Enotes. $5,750. 

Mr. RieutMan. New money? 

Mr. Enaues. Yes. 

Mr. RreniMan. In the statements that were presented by Mr. Triest, 
from the inception of the first statement on October 5 through Febru- 
ary 3, in those three applications, was there any great difference in his 
financial statement that would be of interest ? 

Mr. Enates. The difference, as I explained a moment ago, the De- 
cember 31, 1954, statement showed an earned surplus deficit of $33,700. 
The surplus account as of September 18, 1954, when it was first con- 
sidered reflected $3,300. That was the difference. 

Mr. Rireutman. Do I understand then that in the period of 314 
months there was an increase in the deficit of about $27,000 ? 

Mr. Enotes. That is correct; yes, sir. 

Mr. Rrentman. In the operation ? 

Mr. Enotes. That was the difference in the surplus account. 
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Mr. Rrewiman,. That is all for just a minute. 

Mr. Roosevett. I believe, Mr. DeTurk, that you suggested at the 
time of the first application that part of the reason or 1 of the 2 reasons 
for turning down the application was insufficient collateral. Is it 
correct that you made the suggestion to Mr. Triest that that could be 
met by listing and offering to assign approximately $330,000 in new 
contracts which had been obtained since the original filing date ? 

Mr. DeTourx. That was in connection with the reconsideration. 

Mr. Roosevett. The reconsideration ? 

Mr. DeTurx. Yes. After the first application—after the original 
application when they came in for reconsideration. At the time the 
first application was made, as I understand it, they were negotiatin 
for this lugs and clamps contract which totals over $300,000. I sai 
at that time that I thought if they assigned that large contract, it may 
look more favorable. 

Mr. Roosrvetr. On the presentation then of their second applica- 
tion, was that done by Mr. Triest ? 

Mr. DeTurx. The contracts for the $300,000 were offered, but, of 
course, in discussing the processing the contracts it was also brought 
out that to process the $300,000 worth of contracts in a year it would 
require much more working capital than would be left from the pro- 
ceeds of this loan of $26,000. 

Mr. Rooseve.t. Then before Mr. Triest filed his second application 
did you indicate to him that in order to include the $330,000 in new 
contracts, which was your suggestion, that he would have to increase 
the amount of working capital that he had asked as a loan from the 
SBA? 

Mr. DeTurx. No, I did no suggest anything like that. 

Mr. Roosrvetr. In other words, you allowed him to come back 
with the same application the second time. You are supposed to 
be helping him. And you allow him to come in with the same amount, 
knowing that is not enough, even though he offers these as additional 
collateral to fulfill one of your main reasons for turning it down the 
first time. 

Mr. Rresitman. Mr. Chairman, I do not want to interrupt here, 
but I think that we can hardly judge the witness’ own position. I 
do not think we should say that he knowingly —— 

Mr. Roosevetr. I am just trying to find out. 

Mr. Rreutman. I thought the inference was that Mr. DeTurk knew 
that Mr. Triest needed the extra working capital. 

Mr. DeTurk«. I did not suggest that he increase his application 
which had come in through the bank. 

Mr. Roosevett. What I am trying to get at is, what would the 
value be to your office in increasing the collateral by assigning these 
new contracts, if in so doing it did not fulfill a good reason for filling 
a second application in the same amount ? 

Mr. DeTurx. At the same time he said he had arrangements made 
with the suppliers for providing him with additional working capital 
in the way of deferred 

Mr. Enctes. Let me see if I can clear it up for you, Mr. Roosevelt. 
When an application is declined we give specific reasons why the 
application is declined. In this instance, for reason of lack of col- 
lateral and the lack of earnings were the cause in this case. When 
the applicant asks for reconsideration which he always has a right 
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to do, certain suggestions are made by our people that will make a 
more favorable presentation. 3 

In this case the suggestions were made and the Administrator has 
the authority to make the loan. ; 

So, first, you cannot say you are going to give him a loan. Even 
I cannot say that. We can only say that, “If you do these certain 
things, it will present a more favorable picture.” 

That was what was done in this case. 

Mr. Roosevett. The reason I bring it out—— 

Mr. Enotes. At the same time, the question of the creditors going 
along was discussed. As the result of that, Mr. DeTurk recommended 
the loan. He actually recommended the loan the second time. 

So I think he made his suggestion in good faith and followed it up 
with a recommendation for positive action. 

Mr. Roosevetr. I am not impugning the good faith of anyone. 
What we are trying to get at is that we are trying to help small busi- 
ness. When small business is encouraged to continue negotiations 
I am sure that you recognize the truth of Mr. Triest’s testimony that 
a situation which is bad is getting worse all of the time while these 
negotiations go on. And it seems to me that somewhere there rests 
an obligation to try either to cut off the negotiation at an early time, 
so that if it is possible they can turn elsewhere, but there certainly 
is an obligation to stop a worsening situation with all of the ramifica- 
tions of bad results for other people. And if an applicant in good 
faith follows the suggestion of the regional office, then it seems to 
me that the machinery must be set in motion to give him every pos- 
sible way of fulfilling all of it. I believe that if the second part of 
it, the inability to pay, for instance, if he had not been able to improve 
that, which was one reason he came back the first time, in all honesty 
he should be told that he had only met a part of the original reason 
for turning it down. 

And my criticism, would be, so far as I can see, that he made every 
effort to fulfill the first part of the objection. 

I have seen none yet that he fulfilled the second or in any way met 
the second objection. And yet he was more or less allowed to continue 
in the 0 that something would come out of what seemed a more or 
less hopeless situation. 

Mr. DeTurx. The whole thing seems to be the supplemental work- 
ing capital that he said he would have by way of deferred accounts 
payable. 

Mr. Roosevetr. In other words, in your opinion if his deferred ac- 
counts payable had agreed to go along then the second point, the in- 
ability to pay, might have been removed ? 

Mr. DeTurx. That is right. He at least would have had sufficient 
working capital, in my opinion. 

Mr. Enexes. The Maryland Forge Co. was doing a great deal of 
work on this contract, you see—a great deal of work—I think 80 per- 
cent. 

Mr. Trrest. Less than that, 50 percent. 

Mr. Enotes. Well, less than 80 percent. Some large part. If they 
were in position to carry Mr. Triest until the contractor that gave 
Triest the contract, they would carry him that distance and wait until 
the thing was finished and get paid from the first subcontractor, then 
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that would cure a lot of his trouble and the loan funds might have been 
sufficient to carry the contract. That was our thought in the matter. 

It seems to me that the few cases we have before the committee in- 
volve going further probably than we should in trying to work out a 
situation. 

It might be the better part of valor to turn them down and say, “Get 
out—we cannot help you.” But we do not approach it that way. We 
do everything we can to try to work out a situation. 

We have made some loans on the second reconsidenation; some on 
the third—not frequently, but in our endeavors to work out a situation 
when it gets bad. 

You have got to do a lot of things then. And we think it is better 
to go the full limit to help them than to shut the door the first time. 

Mr. Roosrve.r. I would be the first one to say that I think this is a 
matter of judgment on the part of SBA. They are difficult judgments 
to make. I recognize that. 

The only thing I want to draw attention to is that wherever possible, 
of course, every help should be given to an applicant to work it out, 
but where, as in this case, well, maybe in your judgment, eventually it 
seems an impossible situation, he should be advised as early as possible. 
I do not see how this committee can go beyond questioning your judg- 
ment. 

Mr. Maness. Mr. Engles, I am not particularly discussing the in- 
dividual case before the committee at this time, but just as to the gen- 
eral procedure and the practice in your agency. 

I noticed in all 3 of these instances, or in 2 of the cases, the loan ex- 
aminer approved the loan; then it went before the regional director 
or the financial assistance officer of the regional director who declined 
the loan, despite the loan examiner’s approval of the loan. And then, 
if I am correct, it goes before what is known as a loan review com- 
mittee. 

Mr. Enews. The next step is the loan examiner in Washington. 
That is the short review that Mr. DeTurk did here. Then it goes to the 
loan review committee. 

Mr. Maness. Mr. DeTurk acted in this case as a loan examiner for 
the region ? 

Mr. Enetes. No, asa loan examiner in Washington. 

Mr. Maness. In Washington ? 

Mr. Enaues. Yes. 

Mr. Maness. Then do I understand he approved the loan ? 

Mr. Enates. He recommended approval the second time. 

Mr. Maness. The second time, despite the declination by the region ? 

Mr. Enetes. Correct. 

Mr. Maness. Then it goes to the loan review committee for recom- 
mendation ? 

Mr. Enetes. To the Administrator. 

Mr. Maness. And this loan review committee acts for the Admin- 
istrator or on behalf of the Administrator ? 

Mr. Enotes. They are the final review board on all loan cases before 
they go to the Administrator. 

Mr. Maness. How many members of your staff do you have work- 
ing on these loan review committees ? 

Mr. Enates. We have 3 review members and 1 chairman. 
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Mr. Maness. In other words, you have three permanent members, 
and these same members review these reconsiderations time and time 
again ¢ 

Mr. Enotes. And the original loan, too. 

Mr. Maness. And the original loan ¢ 

Mr. Enates. Yes, all loans. 

Mr. Maness. In this particular case before this committee the same 
three people, Luce, Lewis, and Kitt reviewed the final action of the 
SBA? 

Mr. Enates. Yes. 

Mr. Maness. No new individuals, the same loan review committee 
examined the loan ? 

Mr. Eneies. We have, as I say, three members and a chairman. If 
one of those members happened to be sick or away, then another mem- 
ber would fill in. We would not have less than two of the review com- 
mittee recommend on a case. It is dependent upon the workload, and 
whether a man might be sick. 

Mr. Maness. In a particular case where you had a difference of 
opinion between the loan examiner and the regional office, and then 
the Washington loan examiner differed with the regional office, would 
it not be better practice to present it to a different loan review com- 
mittee ¢ 

Mr. Enotes. I do not think so. We have used the same review com- 
mittee procedures that RFC had. In fact, the chairman of our com- 
mittee 1s the former chairman of the RFC committee. 

The Fulbright hearings which were conducted in connection with 
RFC’s investigation were quite profuse in their praise of that review 
committee setup. It is similar to an executive committee in a bank. 
It is a committee that would establish the sound policies with refer- 
ence to recommendations through to the Administrator. 

I think it works quite satisfactorily. 

Mr. Maness. The grounds or the basis for the declination in all three 
instances were the same; is that correct ? 

Mr. Enotes. That is right. 

Mr. Maness. Then the collateral, the $300,000 additional collateral 
was not sufficient ? 

Mr. Enates. The $300,000 were contracts. That means that the 
Triest Manufacturing Co. had those contracts to perform. The 
moneys from those contracts do not come in until such time as the con- 
tracts are completed. 

So as collateral they are assigned to us, the moneys from the con- 
tracts are assigned to the SBA. And they flow into our office and are 
released for reuse—the moneys are—on the basis of the contracts being 
placed at 114 to 1 of the balance of the loan. And you cannot realize 
on those contracts until they are completed and delivery is made and 
payments for same. 

So as collateral the value is subject to the condition of that the com- 
pany was able to produce it. 

Mr. Roosevett. What contacts do you have with the bank, for in- 
stance, the bank comes in, in this instance, and offers 45 percent par- 
ticipation. As you go through these investigations what contact is 
kept with the bank? What cooperation is asked of them to remedy 
any defects that you feel exist ? 
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Mr. Enotes. In cases like this, you see the participation is filed— 
the —— is filed by the bank with us. And the bank is kept 
advised of what action is taken. And when the loan is declined the 
bank is advised, because it is an application from the bank for a par- 
ticipation by the SBA. 

We get into the borrower’s situation, because as we had in this case, 
we had an engineer go over and look at his plant and make a survey 
and that sort of thing. 

Mr. Roosreveit. Was the bank informed that action by the creditors 
would be able to help in securing that ? 

Mr. Enotes. I doubt if we did, because we at that time were deal- 
ing with Mr. Triest. 

Mr. Roosevetr. In other words, you would not then actually take 
the assistance of the bank? 

Mr. Encues. Not every step of the way, because we were in con- 
tact with the borrower, for instance. 

Mr. Roosevett. Do you think that in cases of bank participation 
in this amount that it would be more helpful to small business to try 
to enlist the bank’s assistance, also in the processing of it? Would 
they not, for instance, perhaps be anxious and willing to cooperate if 
the bank lent its prestige to it ? 

Mr. Enetes. In actual practice, you see, as in this case, the bank 
would certainly know what was going on, because the borrower was 
in touch with us and we were making suggestions and that sort of 
thing. So I am sure that the matter was discussed with the bank, 
either by us or by the borrower. 

Mr. Rreniman. I think Mr. Roosevelt has made a constructive sug- 
gestion. I do not know how far the Small Business Administration 
has gone along that line. 

I know the complicated problem you have in making recommenda- 
tions to a bank or suggesting to a bank, but I am of the opinion that 
if it has not already been done by the Administration, that careful 
attention be given to the suggestion that, where a bank is interested 
or there is a possiblity of the bank’s participating, the SBA man in 
that area discuss more fully if possible, the possibility of the bank’s 
interest; and wherever possible, encourage the banks to take a more 
active part or assist in making the loans. 

I only follow up the suggestion because I think it is a good one. 
That is the thing that I have been interested in myself personally. I 
am only concurring in the suggestion. 

I do not know how far SBA has gone along that line, but if there 
is something that can be done to strengthen that position, I think it 
would be very, very helpful; because the question has arisen in my 
mind from time to time, whether or not the banks feels that SBA is in 
competition with them and just how interested the banks are going 
to be in giving their support. 

I think it is a field that needs careful nuturing, if that is the 
proper word, and cultivation to bring the banks thinking more in 
line with SBA, and assisting SBA. I think it is a very good sugges- 
tion. 

I do not know how far you went, but I just want to concur in Mr. 
Roosevelt’s suggestion. I think it is a good suggestion. 
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Mr. Eneres. We certainly go as far as possible in working out a 
situation with the bank. 

Mr. Riresiman. I am not saying that you do not; but I am just 
hoping that if there is anything that can be done to strentghen the 
position or any approaches that have not been made they will be made 
in the future. That is my thought. I am sure that is Mr. Roosevelt’s 
thought. 

Mr. Roosrvett. Exactly. 

Mr. Motrer. I concur with both of you gentlemen. If you can 
make the loan good enough for a bank to take, then the bank will take 
it. You have to come in to action and make the loan when the bank 
will not take it, for any number of reasons. If you could make it a 
riskless loan you are not going to get the loan. The bank will grab it. 
But at the same time we understand under the statute we have imposed 
upon you the obligation of making sure that the loan is secured and 
that there is reasonable likelihood of repayment. 

Now then if you have presented your side of the story, Mr. Engles, 
and that of your agency, Mr. Triest, do you want to say anything in 
response ¢ 


STATEMENT OF WILLARD G. TRIEST, TRIEST MANUFACTURING 
CO., ANNAPOLIS, MD.—Resumed 


Mr. Trrest. I do, sir. 
Gentlemen, I am an engineer and not an examiner nor a lawyer. 
So this is a little bit out of my ken, possibly, but I will try to mar- 


shal all of my thoughts on the matter and present my side of the case 
a little bit more concisely than the SBA has presented their side of the 
picture, I should hope. 

As I see it there are five basic questions that the SBA has brought 
up which I would like to answer as we proceed. 

No. 1, my relationship with Laminated Wood Products Co. 

In this instance I wrote a letter to the SBA dated November 20, 
which apparently Mr. Engles did not see or was not familiar with 
or otherwise he would not have made such statements as he has made. 
May I read this letter ? 

Mr. Mutter. Yes. 

Mr. Trrest. It is as follows: 


GENTLEMEN: Upon my release from active Navy duty in July 1946, I was 
approached oy two old friends who were beginning an investigation into a con- 
tract that had been advertised by the Tennessee Valley Authority. They indi- 
eated that this contract would require some one hundred to two hundred thou- 
sand dollars capital, and that if they went into it they would need a third and 
operating partner. 

We spent several months investigating this proposition which was for the 
furtherance of a laminated flooring process. 

Starting in 1935, the Tennessee Valley Authority had expended some $600,000 
to $700,000 in developing a process for manufacturing cross-laminated hardwood 
flooring, using cull or scrub oak. This proces appeared to have extraordinary 
economic possibilities and from a raw material preservation point of view could 
utilize otherwise almost useless lumber. 

The end result was that two other associates and I formed a company which 
we capitalized at $125,000. I made a contract with the Tennessee Valley Author- 
ity, according to their original proposal. We contracted to modernize the floor- 
ing plant which they had under lease and by which, under the terms of this 
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contents we subleased and began our preparation to manufacture laminated 
ooring. 

We knew in the beginning that it would be necessary to work with the press 
which they had built, more or less a Rube Goldberg, until we had worked out 
the bugs of it, and until we knew what would be required in the redesigning 
and then to rebuild the machine. 

This and the operation of the plant in the meantime was estimated to cost 
approximately $200,000. And we therefore applied for and secured a loan from 
the RFC for $120,000. 

We began operations in December 1946, and spent the first 6 months in the 
necessary plant overhaul and experimentation with the process. At the end 
of this time we concluded that we had all of the necessary information to 
redesign the press and build a new one suitable for commercial operation. We 
calculated that a year would be necessary for for this work. 

We converted the plant which was formerly a regular flooring manufacturing 
plant back to the manufacture of regular flooring and began production. In the 
beginning, however, we had no wish to manufacture regular flooring as a busi- 
ness, even though the market was particularly good at that time. 

As soon as the opportunity arose in November 1947, we contracted with Beach, 
May, Wilson & Co. of Knoxville, Tenn., to operate the flooring plant, using our 
leased equipment and to pay us $10 a thousand for all of the flooring they pro- 
duced. They had been operating about a month and a half paying us approxi- 
mately $4,000 a month net profit and had planned to start a second-shift opera- 
tion which would have brought us in about $8,000 a month, starting in January 
1948, when the plant was burned down. 

The fire was started on the night of December 21 by a 10-year-old pyromaniac, 
the son of poor, almost illiterate Polish parents. The plant burned almost to 
the ground. 

The owner had insurance on his building and on what remained of his equip- 
ment which we were using. We had insurance on the personal and tangible 
property which we had put into the plant ourselves, and the TVA had no insur- 
ance on the equipment that they had installed. On the other hand, we did not 
obviously have insurance on the bricks and mortar we had installed, nor the 
rehabilitation of the existing facilities, nor on the experimental work which 
had been accomplished, nor on the money that it had cost us to develop the 
organization we had at that time. 

To get back into business, including the design and building of a new press 
would cost from $250,000 to $300,000, and this money was not available. 

In the end our insurance money went to pay off about half of the RFC loan, 
and the plant owner collected insurance on his building and the Tennessee 
Valley Authority contract was automatically canceled. We lost our entire invest- 
ment. From a practical point of view, had the RFC been able to deliver to 
us the equivalent in general working equipment including a flooring machine, 
planers, sanders, conveyor, drying kilns, some of which were the original plant 
owner’s property, then we could have continued in business and without question 
repaid the RFC loan. However, without this facility which we were leasing 
for $1 per year and with the loss of the money that we had expended on bricks, 
mortar, and organization as described above we could not possibly continue. 

The officers and stockholders of Laminated Wood Products were Charles B. 
Mead, president and treasurer; Paul Bullock, vice president and secretary. And 
combined they held 3314 of the stock. Willard G. Triest, vice president, 33144 
percent ; Roddis Plywood Door Co., 3344 percent. 

In the fall of 1947, November 17, I believe, I personally purchased the Roddis 
shares and thereafter I was elected president and Mr. Mead became vice 
president. 

I submit that from every point of view this business was and is a sound busi- 
ness and has a great economic future; in fact since 1948 this process has been 
taken up by another group which has recently set out to do what we intended. 
It is not only my opinion but that of a great many qualified experts in the field 
that the basic proposition is one which is economically sound and which will 
ultimately prove to be of everlasting benefit to the lumber industry and to the 
country. 


Mr. Mctrer. To whom is that addressed ? 

Mr. Trrest. That is addressed to the Small Business Administra- 
tion, Calvert Building, in Baltimore, which is the regional office. A 
review of that will indicate that I was elected president of the company 
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and purchased the controlling interest in November 1947. And I 
think it is December 21, 1947, that the plant burned down. So 1 had 
had control of the company less than 2 months. 

Mr. Mourer. You were not with the company when the RFC loan 
was negotiated ? 

Mr. Triest. From the very beginning, yes, sir, but it was not en- 
dorsed in any sense of the word, nor did they ask for any endorsement. 

Mr. Mutter. Will you stop at that pont Mr. Engles, are you 
familiar with the contents of that letter 

Mr. Enaurs. Yes, sir. I mentioned in my statement that that was 
a credit factor. It is not incumbent, or it was not, upon the RFC 
to carry insurance on that property. That was a management problem. 

I assumed from what Mr. Triest says that the RFC suffered a loss 
because the insurance was not sufficient. 

Mr. Mutrer. I do not think that is a factor that we need get into 
here. I might be inclined to blame the RFC for not having proper 
insurance. That is not the point here. 

The point here is whether or not the explanation given by the appli- 
cant is sufficient to take from your credit reference in your file the 
inference that the fact that the Laminated Wood Co. went into bank- 
ruptcy, should be held against him in connection with any credit he 
sought, or any new company that he is connected with. 

Mr. Enates. I said the RFC suffered a loss of $53,000. 

Mr. Mutter. The point is the same whether or not the loss was 
suffered by the Laminated Wood Co. or the loss was one the RFC suf- 
fered, because the Laminated Wood Co. plant was destroyed—whether 
or not that should be considered as a credit factor adversely to Mr. 
Triest when he applies for a loan in connection with a new company, 
that has nothing to do with the Laminated Wood Co. 

Mr. Enates. I so considered, Mr. Multer, and I was fully aware 
of that letter. I read it. It was not a controlling factor, but I think 
it had something to do with the management of another company— 
the same management—Mr. Triest, at least, is connected with this 
company. 

Mr. Mutter. I suppose that is within the sphere of the judgment 
of a loan officer. We might differ, but I do not know that we can 
find fault with you except to say that I think you owed it to the appli- 
cant to say, “Do not waste any more time around here; we are not 
going to consider any application you give us.” 

Mr. Enotes. It was not the deciding factor. It was a factor. 

Mr. Mutrer. There is nothing in the papers I have seen, and I have 
only scanned them—lI do not claim to know them closely enough to 
tell you everything that is in them—there is nothing in the papers 
which you submitted to us to indicate that that was any factor at all 
in the recommendation to turn down his loans. If it was, I say, in all 
fairness I think you owed it to the applicant to say, “Do not bring any 
applications in here; we will not process them.” 

Or, “If we do process them, you are not going to get a loan. You 
have a bad credit rating.” 

Mr. Trrest. Thank you, Mr. Chairman. That is the way I feel 
about it. 

Mr. Enotes. I am simply saying that was a credit factor. It was 
not the deciding factor at all. As a matter of fact, one of our ex- 

62408—55-—28 














428 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


aminers recommended the loan. I think we probably would have 
made it on the basis of Mr. DeTurk’s recommendation. That was 
just a flag that went up, just like you might find in other cases where 
you had other adverse things in connection with an application. It 
was not the deciding factor at all. I am quite sure on the basis of 
Mr. DeTurk’s recommendation that if the facts had been as we under- 
stood them to be we would have gone through with the loan. That is 
the honest truth. 

Mr. Rreutman. Might I ask a question ? 

In Mr. DeTurk’s consideration before making this recommenda- 
tion, did he take into account the fact that Mr. Triest had been con- 
nected with this corporation ? 

Mr. Enotes. Yes. 

Mr. Rrenuman. He did? 

Mr. Enotes. Yes. Asa matter of fact 

Mr. Mutrer. Apparently there is a difference of opinion as to how 
much weight should be paid to that right within the Agency. One 
man knew it and recommended it, and another man knew it and turned 
it down. 

Mr. Enetxs. No. The passing on loans is a combination of credit 
factors, I think. I think we got that information from Dun & Brad- 
rage report, as a matter of fact. I think that is where that came 

rom. 

Mr. Mutter. Did you want to add something? 

Mr. Trrest. Simply that I feel that this whole question of this 
Laminated Wood Products thing was a poorly advised consideration 
on their part. In the first place, I was not president of the company 
except in a little bit over a month’s period. 

And, secondly, I was not the general manager of the company. 

And, thirdly, whether the RFC had sufficient insurance or did not 
have insurance has nothing to do with it. 

The point was that it was a clear-cut proposition. There was no 
intimation on the part of RFC or anybody else that the situation had 
not been properly handled. 

May I proceed ? 

Mr. Mouurer. Yes. 

Mr. Trrest. Mr. Engles has talked in general terms about the Triest 
Manufacturing Works operations and about the antecedent company. 

I took over a company called the George Clark Co. in June of 1954, 
which was not a bankrupt company and had no contemplation of 
bankruptcy, and neither had any intimation been made by anybody 
that the company might go bankrupt. 

I took it over on the advite of my counsel and to satisfy my own 
moral and my partner’s moral reliability. We did not want the 
creditors of the old company to suffer any loss. We did not want the 
personnel of the old company to suffer any loss. And so I undertook 
to take on that company ant did take it on and changed its name to 
Triest Manufacturing Works for that reason. 

At that time I supplied it with about $20,000 worth of capital, which 
was more than enough for its particular purposes at that time. 

By the ist of June 1954 it had completed all of its contracts on 
hand, and in contemplation of the change of company and the change 
of its location I had not undertaken any new work. We moved the 
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company and it took about a month to move and get set up in new 
quarters. 

Therefore, it was not until July of 1954 that we began selling again. 
When we began selling we got several contracts right away. 

The first one was the gun charter contract. Then there was an 
equilibrator contract, totaling about $30,000. And, of course, I put 
the Stilsomatic tool contract into the company, at first basing it only 
on 10,000 units which would cost us about $22,000 and from which 
we would get $28,500. 

During the period between July 1 and September 18, when the 
statement was prepared for this particular application, we had to 
tool for these 4 contracts, as it was not possible to buy tools to process 
the wrench, which required special standing operations, et cetera, or 
to build the gun charger contract, because each of the gun charger 
parts had to have special tools and jigs and fixtures to drill holes and 
ream and mill and so on, nor to produce the lugs contract with Air- 
craftsman Co. 

We had to build a special automatic machine for that. 

So during the first 314 months of operation we had only $7,400 
worth of sales, but I point out that the statement in enclosure 6 in the 
application shows a net loss of $5,382 during that period which, 
together with the gross sales, accounted for the loss as the result of 
our tooling. 

And not a net loss of $27,000, as Mr. Engles has intimated. 

Next in connection with the Maryland Forge. Now, before enter- 
ing into our contract with the Stilsomatic Tool Corp., we entered 
into a contract with the Maryland Forge Co. to furnish us three 
forgings for the wrench. 

The Stilsomatic Tool Corp. was to pay for the tools, and the Triest 
Manufacturing Corp. was to pay for the parts. Those moneys were 
to become due for those particular operations on a normal 30-day 
basis. 

As we proceeded, we then made contracts with Maryland Forge 
Co. to supply us with lugs and clamps for our west coast contracts. 
And they were based on customary terms, fully explained to Maryland 
Forge, that we had a 30-day payment contract with Aircraftsman 
Co., and that meant that they would have to wait for their money 
about 40 days from the delivery of the clamps and lugs to us. 

Our contract for clamps was 10 cents apiece. And we had to start 
off with some 8,000, and the next month 16,000, and the next month 
24,000, 36,000, et cetera. 

Mr. Motrer. You paid Maryland Forge 10 cents apiece under 
your contract ¢ 

Mr. Triest. Our contract called for payment to Maryland Forge 
of 10 cents, and our contract with Aircraftsman was 2114 cents—less 
than 50 percent, in other words. 

The contract with Maryland Forge also included the payment for 
dies, I believe, in the amount of $500 for a clamp, the first clamp die. 

Thereafter, Maryland Forge was to pay for their own dies and 
absorb it out of the moneys they would get from the manufacturing 
of the forgings. 

The tenure of this loan application dragged on and we did not get 
our money. We, therefore, were unable to pay the Maryland Forge 
the money that we owed them for the forgings that they had made for 
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the wrench and for the dies and tools that they had made for the 
manufacture of the wrench until we owed them—and I think we owe 
them now—$4,000 or $5,000 on that account. That $4,000 or $5,000 to 
a small company, on top of the regular 30-day credit that we were ex- 
tended, or the 40-day credit extended on clamps and lugs loomed very 
largely. 

In scdebition to that, Maryland Forge got themselves out on a limb 
by embarking on a new extension program which they did not consult 
us about. They did not have to, of course. They built a new build- 
ing. They obtained three forges. They spent a lot of money on 
hiring and firing personnel, trying to build their organization up. 
That was not our fault in any sense of the word, but when we were 
unable to pay week after week and we had to tell them, “Well, now, 
we have just had a conference with the SBA—we have done every- 
thing they have asked us to do and our loan goes before the review 
committee next Tuesday and the final board next Thursday and we 
have been assured that by next Friday our bank will be advised if the 
thing passes and that we will be able then to pay you.” 

That went on week after week after week after week. And pretty 
soon, of course, they began to doubt our word completely and thought 
that we were just stringing them along and had no basis for fact. 

It was at that time that they called up the SBA office in Baltimore 
to ask when the loan was to be disbursed. At that time the officer in 
charge of the SBA office in Baltimore told them that in his opinion 
the loan would not be granted. And you can see exactly what that did 
to our creditors. 

Mr. Murer. When was this? 


Mr. Trirest. That was some time between the middle of November 
and the middle of December. 
Now with respect to the Stilsomatic. I contend that the a 


tion of the SBA in that particular instance was completely and totall 
inadequate. 

If they intended to pass judgment on the Stilsomatic wrench as a 
potential product they had every right and duty in my estimation to 
go to the highest authority available for that type of information. 
Instead, I feel that their examination of the subject was very, very 
flimsy and resulted in a judgment which was completely lacking in 
basic concept. 

Mr. Murer. How many orders do you have for it—or how many 
orders did you have during the time that they were processing this 
application ? 

Mr. Trrest. Sir, we had no orders on hand for it because we had 
not attempted to receive any orders. In any instance of a new prod- 
uct the manufacturer does not dare solicit orders until he is ready to 
produce because if you do solicit orders and receive them and do not 
inake deliveries within a reasonable period then you kill your product 
right away. 

So all of our advice from our merchandising counsel, the New York 
Research Corp. and everybody else, was not under any circumstances 
to solicit any orders until we were ready to produce. 

However, by the same token the New York Research Corp. are con- 
sultants to Reader’s Digest and have been responsible for most of the 
articles of a mechanical nature that have appeared in Reader’s Digest. 
So they have some familiarity with it. 
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They have assured us that they would get us an article in Reader’s 
Digest, but they say, “Do not ask us to do it until you are ready to 
deliver about 50,000 wrenches a week following the publication of the 
article.” 

Mr. Muurer. If I were an inventor I probably would test the market 
as you indicate, but if I were a loan officer I think the only test I would 
want to rely upon in that connection would be, “Let me see how many 
orders you have.” 

Mr. Trrest. That question was never asked that I can recall, but I 
would have been entirely glad to have cooperated in any way, had that 
question arisen. 

We are summarily told that we must take that out of the applica- 
tion if we want consideration of the loan. 

Whether it was said in so many specific words or not, the inference 
was plain. In other words, if we take it out of there and we show 
a ou flow sheet which does not include the stilsomatic wrench, then 
we are not morally privileged to spend any money to produce the 
stilsomatic wrench. So it is automatic then that we cannot produce. 

With respect to the bank’s position, I have read you a portion of 
Mr. Shoemaker’s letter that he wrote to the SBA on the occasion 
of his first rejection. And then he received a reply to that letter. 

He wrote the bank. I would like to read that letter to you. 


At the last annual convention of the American Bankers’ Association in Atlantic 
City last month Mr. George Champion, senior vice president of the Chase National 
sank of New York, made a speech before the National Bank Division of the asso- 
ciation. In the course of his remarks he pointed out the current lack of need 
for a Government lending agency such as the SBA. 

He concluded that its activities should be terminated forthwith. Although 
I subscribe wholeheartedly to the principle expressed in arriving at his conclu- 
sion, it was with some doubt that I shared the opinion that there was no field 
in which the SBA could operate without being in competition with already es- 
tablished private as distinguished from Government lending facilities. My 
doubt was based largely on the observation that the revenue requirements of 
our Government have a strong tendency to siphon through taxes our heretofore 
usual source of risk or venture capital. However, from your letter of November 
19 with reference to the application of the Triest Manufacturing Works, Inc., 
giving the reasons that the application could not be approved it appears that 
Mr. Champion was entirely right in taking the position the SBA is doing little 
more than duplicating the efforts of private lenders and is in competition with 
them. Certainly, we as a banking system as a whole, stand ready to make loans 
to business where adequate collateral is offered and the borrower's ability to 
repay is reasonably assured, when the conditions of the application were for- 
warded to you by us contain certain restrictions in the use of the funds. A large 
portion of the proceeds of the loan were to be retained for working capital pur- 
poses and limited to materials, production, and receivables. Certain of the other 
conditions provided for acceleration of maturity of the loan, in the event it ap- 
peared that the funds were being dissipated. 

As indicated in our forwarding letter the loan is not without risk to a con- 
siderable degree. However, it is difficult for us to reconcile your reasons for 
declining the application in the light of the stated purpose of the SBA. Your 
application for these reasons will be appreciated. 


Mr. Roosrve.tr. Was there an answer ? 

Mr. Trrest. There was an answer in which Mr. Shoemaker in his 
own words indicated there was great contradiction in the mind of the 
person who wrote the letter, Mr. Hayward. I have no copy of that 
letter. 

Mr. Roosevetr. Do you have a copy of that reply to that letter ? 

Mr. Enates. It is probably in our regional office files. 

Mr. DeTurk. We have a copy. 
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Mr. Trrest. There was one further point that Mr. Engles brought 
up that looms very largely in my estimation. 

None of our contracts—of course, no contract is ever written with 
the stipulation that no moneys are returned to the contractor until the 
contract is completed. In this case our contracts provide for payment 
once a month and in the beginning our payments from the Aircraft- 
man Co. would have been in the nature of $5,000 or $6,000 a month, 
building up to about $35,000 a month when we got into full produc- 
tion, so that the working capital we needed to process those loans was a 
very small portion of the working capital that would remain as resi- 
due after our other obligations as stated in our application and sub- 
sequently submitted and detailed in our flow sheet indicated. 

Mr. Roosevetr. I have to leave. I should like to ask one further 
question. I am a little bit mixed up about how much the bank was 
actually putting in of new money. 

Mr. Trrest. ‘The bank was putting in of new money a little over 
$5,700, I believe. 

Mr. Roosrvext. $5,700? 

Mr. Trrest. Something of that kind. 

Mr. Roosgevetr. The total obligation would be about $21,000? 

Mr. Triest. $21,000 or $22,000. 

Mr. Enetes. Out of $65,000. 

Mr. Muurer. They would have about $22,750 in it, of which they 
were already in for $17,000. 

Mr. Triest. That is right. 

Mr. Mutrer. We will have to recess very shortly and resume again 
tomorrow at 10 o’clock. Will you try to finish up, Mr. Triest? If 
you think of anything else that you think we should have, you can 
submit a supplemental statement which we will add to the record. Of 
course, we will give the agency an opportunity to respond to it. 

Mr. Triest. Mr. DeTurk also indicated that the wrench was in a 
developmental stage. That was one of the reasons that he felt that it 
was not suitable as a production product for our company.. 

I might answer that by stating that the wrench has been in a de- 
velopmental stage during the last 6 months. As a matter of fact, it 
continues to be in a developmental stage. However, the design of the 
wrench and the developmental work necessary to put it on the market 
had already been completed a little over 2 years ago when the first 
models were made. It has been under test during that whole period; 
in other words, neither we nor anyone else felt that any further de- 
velopment was necessary to produce a satisfactory product. The proof 
of that pudding is in the fact that we are now negotiating with one of 
the largest companies in the pipe tool manufacturing business. They 
want to take on the distribution of our entire output, not only for this 
country but for the world. 

Also, in connection with the manufacture of the wrench we had never 
at any time contemplated on manufacturing more than 10,000 
wrenches per month. 

Actually, only 2,500 the first month, 5,000 the second month, and 
building up to 10,000 after we got going. So that at any time during 
our manufacturing period co we found that the wrench was not 
selling we could have summarily cut it off and never have had more 
than composite parts to build more than three to five thousand 
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wrenches on hand which would, of course, be a very small amount of 
money. 

I think that is all I have to say, Mr. Chairman. 

Mr. Muurer. Thank you, Mr. Triest. We are very pleased to have 
had your testimony. You can be sure that the entire matter will be 
studied and reviewed by the full committee as well as the subcom- 
mittee. 

Mr. Trrest. I appreciate your consideration. Thank you, sir. 

Mr. Mutrer. Mr. Engles, we will return to you now the documents 
submitted to us in connection with the Triest Manufacturing Co. 
application. 

r. Enotes. Thank you. 

Mr. Mutter. We had hoped to be able to complete the Brainard 
matter this afternoon, but it is now 4:30 o’clock. think it would be 
best that we recess until tomorrow morning at 10 o’clock. I am sorry 
to have inconvenienced Mr. Brainard or the agency members again, 
but before we recess I want to add to the Brainard record a letter dated 
March 10, 1955, addressed to Irving Maness, counsel to the House 
Small Business Committee, in response to the request that I directed 
that he make to the Small Business Administration. The letter is 
signed by Lawrence S. Casazza, executive secretary. 

he request was to supply to us information with reference to one 
Wayne E. Muchmore, or, rather, the Wayne E. Muchmore, Inc., a 
creditor of Brainard Industries, Inc. 

Last evening after conclusion of these hearings here Mr. Muchmore 
called me by long-distance telephone from New York, told me that 
he had read in the newspaper that morning an article or a story about 
these hearings on the Brainard complaint against the agency. I am 
quoting the substance of what he said to me, not his exact language. 
He told me that he had been a judgment creditor of the Brainard Co. 
for more than a year in the amount of more than $1,200; that he had 
refused to sign a standby agreement and had advised the SBA that 
he would rather lose his money than permit the SBA, if he could 
stop it, making a loan to Brainard Industries, because he felt that the 
loan would never be repaid. 

The inquiry directed by Mr. Maness to the SBA was to find out 
whether or not he was listed as a creditor and whether his company 
was listed as a creditor and, if so, whether or not he signed a stand- 
by agreement. 

The answer which we have put in the record summarized briefly 
says that Wayne E. Muchmore, Inc., refused to sign a standby, and 
that Mr. Frank S. Brainard had submitted a list of creditors to the 
agency under date of January 11, 1955, in which Wayne E. Muchmore, 
Tots Wa listed as a creditor in the amount of $308.60, as the proceeds 
of a loan. 

(The letters dated March 14, 1955, and March 17, 1955, are as 
follows :) 

Marcn 14, 1955. 
Mr. Wayne E. MuUcHMOoRE, 
Wayne FE. Muchmore, Inc., 
Conklin Street, Farmingdale, N. Y. 


Dear MR. MucHMore: At a recent hearing of the House Subcommittee on Small 
Business No. 2, the chairman of the committee, Mr. Abraham J. Multer, intro- 
duced into the record a statement which he received from you over long-distance 
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telephone with respect to the Brainard Industries’ case. The chairman re- 
quested this agency to write you and ask that you confirm in writing either to 
the subcommittee or to this agency, in essence, the conversation you had with 
Congressman Multer concerning the amounts owing to you by Brainard 
Industries. 

We will appreciate your being of assistance to the committee and to this agency 
on this matter. 

Sincerely yours, 
WENDELL B. Barnes, Administrator. 


W. WaYNeE Mucumore & Co. 
LUMBEB - BOXES - PLYWOOD - MILLWORK 
FARMINGDALE, N. Y 
Customer: Brainard Industries, Inc., Lindenhurst, N. Y. 


Date: March 17, 1955. 
Shipped to: Statement of bills outstanding. 


Purchase 

Invoice No. order No. | Amount 
| 
| 





Dar. 8, 1064.......<..5 05740 2379 $256. 70 
Mar. 11, 1954____- al dciwecesQatndedeieeriaais adele aero 05744 2379 521. 06 
Mar. 15, 1954 05746 2400 13. 00 
Apr. 9, 1954_- peekuacks 364. 84 


1, 155. 60 





Attention: Mr. Wendell B. Barnes, Office of the Administrator, Small Business 
Administration, Washington 25, D. C. 


Reference: Your letter dated March 14, 1955. 
W. WAYNE MUCHMORE. 


Mr. Brarnarp. May I answer that? Wayne E. Muchmore is the 
only supplier that I know of. 

Mr. Motrer. Let me interrupt you here—let me interrupt you again, 
please. It has been called to your attention before that the state- 
ments which you made to the Agency with reference to your applica- 
tion, and in any supporting documents, come within a. very strict 
prohibition of the act which imposes some very stiff criminal penalties. 
I want to warn you again that you ought not to undertake to say any- 
thing with reference to these matters without consulting your counsel. 

I have given you the opportunity to say anything you want on this 
record. I have also given you the opportunity and will continue to 
give you the opportunity to submit any additional statement that you 
wish to submit. 

I suggest to you that you make no comment about this until after 
you talk to your lawyer. 

Now you are on your own. : 

Again, I say, I am not intimating you have committed any crime 
or done anything wrong, but you ought to talk to your lawyer before 
you say anything more on this record. 


TESTIMONY OF FRANK S. BRAINARD (Resumed) 


Mr. Brarnarp. It is a very simple matter, Congressman. 

Mr. Mutrer. You are on your own. 

Mr. Bratnarp. Wayne E. Muchmore was listed for this total amount 
of indebtedness in the list of accounts that we owed. And the break- 
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down of those accounts to show how they would be paid in the papers 
furnished to SBA. 

Wayne E. Muchmore on this judgment which is not a year old, by 
any means, attached funds in a Lindenhurst Bank in the amount of 
approximately $800, so that the additional amount which would be 
paid to cover the total amount of his indebtedness was some $300 odd, 
so that the total indebtedness of Wayne E. Muchmore is clearly pointed 
out in all of the papers on file with SBA and his debt would have been 
liquidated in full with the disbursement of the SBA loan. 

Mr. Mutter. Mr. Muchmore offered to put in writing his statement. 
I suggest that the Agency follow it up and get his statement for the 
record. 

Will the representatives of the Agency also have available for us, 
for use by the committee, not to be put in the record, the Dun & Brad- 
street’s report they received in connection with the Brainard applica- 
tion ? 

Mr. Enetes. Yes. 

Mr. Mutrer. The hearings will now stand in recess until 10 o’clock 
tomorrow morning. 

(Whereupon, at 4:40 o’clock p. m., the subcommittee adjourned to 
reconvene on Friday, March 11, 1955, at 10 o’clock a. m.) 
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THE SMALL BUSINESS ADMINISTRATION AND 
RELATED ACTIVITIES 


FRIDAY, MARCH 11, 1955 


Unrrep Srates House or RepreseNTATIVES, 
SeLect CoMMITTEE ON SMALL BusINzEss, 
Suscommirres No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 1435, New House 
Office Building, at 10.10 a. m., Hon. Abraham J. Multer (chairman 
of the subcommittee) presiding. 

Present: Representatives Multer (chairman of the subcommittee), 
Roosevelt and Riehlman. 

Also present: Irving Maness, subcommittee counsel. 

Mr. Mutrer. The hearing will please come to order. 

This morning we are pleased to have with us Congressman Burnside 
of West Virginia. 

Mr. Burnside, I believe you would like to make a statement to the 
committee. 

Mr. Burnsiwez. I would be glad to. 


STATEMENT OF HON. M. G. BURNSIDE, REPRESENTATIVE IN CON- 
GRESS FROM THE FOURTH DISTRICT OF WEST VIRGINIA 


Mr. Burnsiwe. Mr. Chairman and members of the committee: I 
have worked for about a year and a half with small businesses in West 
Virginia and I have been going the rounds for a few years with all 
the Government agencies, so I think I can give you a few of the experi- 
ences that I had. 

One, I took over a group of small-business men to the Pentagon 
about 2 weeks ago and we were talking to one of the top generals over 
there, and this is the story that we get: “We are invariably giving 
contracts to the low bidder.” 

Now, that ties in with the whole-package idea. The whole-package 
idea, according to the general, fits in with big business. And he said, 
“With our present ideas of development contracts, and a large num- 
ber now go to development contracts, they do not subcontract. The 
Government does not allow subcontracts to small businesses as we did 
in the past.” 

And I said, “That is the case in a large part of the contracts, if you 
will check into it.” 

Less than 1 percent of ssamynns funds on a dollar basis has been 
used for contracts with small business. Gentlemen, these small busi- 
nesses are not given the opportunity to bid on subcontracts as they 
did in the past because the end item is now being stressed. Big business 
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is being awarded the total item. Now, when the total item is awarded 
to big business, they have the oppor tunity of passing around, without 
restriction, subcontracts to other big business friends. 

We also find upon close examination, in a time like this when con- 
tracts are less available, that big business is spreading its efforts to 
new fields. This spreading, of course, is a severe curtailment of small 
businesses in the fields in which they have been producing very effi- 
ciently. Gentlemen, you can readily see that the whole package con- 
cept is largely eliminating small business from the defense effort. Of 
course, there are a few crumbs that small business gets. Let’s consider 
this question in light of the fact that the development contract is a 
cost-plus contract; and it is also one of the major sources of Govern- 
ment procurement. It is not a question of securing the end item 
through open and competive bidding. Now let’s tie in these facts with 
this reasoning—that a number of the same big companies which get 
these cost-plus contracts from the Government also get competitive bid 
contracts. Big business can use the cost-plus profits to write off losses 
sustained in competitive bidding. Thus anyone can see that small busi- 
ness is being squeezed out from making competitive bids and develop- 
ment contracts. 

Then, they do not take the distressed labor areas into consideration. 
The general tells me we will have to have proper legislation to remedy 
the situation and that his hands are tied. 

He said, “Really, we are looking only for the low bidder.” 

Gentlemen, this is a vicious circle. Much of small business is in dis- 
tressed labor areas, but the Small Business Administration has not 
been able to meet these drastic emergency conditions successfully be- 

cause they really do not have sufficient legislation. The general’s point 
is rather well taken that he must, under present legislation, invariably 
give contracts to the low bidder, excluding other considerations. I 
feel that: we can say that the plight of small business is even creating 
the distressed labor areas by their being forced to lay off employees. It 
seems to me at this point that military procurement must broaden the 
yrocurement base by going back to previous provisions of G. F. M. 

t seems to me that each agency of the Armed Forces should allocate a 
percentage of its total expenditures—for example, say 25 percent—to 
small business, or that every prime contract of possibly five million or 
over contain a clause stipulating that a stated amount should be sub- 
contracted as a minimum. This amount should be stated in terms of 
percentages. I think that a fixed percentage of all items should be 
mandatory to be placed in labor surplus areas, and certain ones should 
be considered here as noncritical target areas. I think that the crea- 
tion of a special watchdog subcommittee of the Small Business Com- 
mittee of both Houses of Congress is essential to see that the depart- 
ment complies with this proposed legislation. 

Mr. Mutrer. Mr. Burnside, if I may interrupt. 

Did you ask him to tell you how you can look for a low bidder on re- 
search and development contracts when all he is doing is he goes to a 
particular outfit which they pick and negotiates a contract with them ? 

Mr. Burnsive. That is what they are doing. 

Mr. Mutter. How can there be a low bidder on a research and de- 
velopment contract ? 
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Mr. Burnsine. I asked him that question. He said, “Well, the small- 
business man does not have the research facilities, so we ‘invariably 
just do not go to him.” 

Mr. Motrer. Did you ask him what efforts they made to determine 
whether or not small-business men did have the research facilities, or 
did he just assume because they are small business that they do not 
have it ¢ 

Mr. Burnsive. Mr. Chairman, I think they largely assume small 
business just does not have the facilities to do the job. 

So, many of the small-business men feel they are stymied. 

Now, there is one other problem the small-business men have. 
Chee king i in the different departments and branches I find that many 
of the small-business men do not have brochures outlining what they 

vando. In many cases they just do not know how to approach Govern- 
ment agencies. The Small Business Administration is now helping us 
in our area by encouraging pooling of facilities. The SBA did this at 
my invitation. 

‘I want to tell you what we tried to do for small business in the 
Fourth District of West Virginia last December. We had 11 of the 
top Government purchasing agents over to Huntington, W. Va., be- 

“ause We were a very distressed area. West Vi irginia has the wer st 
distressed labor area conditions in the United States. We lost 2 %o 
percent of our population last year. 

We run about 14 percent unemployed now, and have been for some 
time. It is not only coal as most people think. We have a large 
number of idle stripper oil wells. We are severely hit in our potter: y 
and our glass and our porcelain industries. We have had six marble 
factories close down this week. Our porcelain factory is facing the 
disaster of closing down. Our chemicals are now being hit sev erely 
by German competition. 

That is one reason why West Virginia is worried about the tariff 
situation. These are not merely statistics I am giving but a story of 
people without jobs. They are looking to us for hope. 

Let us take optics. We had an optic al company that produced 
more optics than any other company in the country during World 
War II. I am talking about the glass part of the optical instruments. 
They dropped from 2,300 employ ees and are down to about 150 now. 
Last year it was necessary for the owners to subsidize the operation 
by $150,000 loss. 

In the textile industry at Parkersburg employment was around 
3,000 but is now down to 900. So you can see how very much we are 
interested in helping many of our small businesses who have been 
severely injured. 

I have gone into this thing as much as I know how to try to check 
into and preserve these small industries in that area that are in a dis- 
tressed condition, and everywhere I go I meet with the same distresses. 

Mr. Mutrer. Have you asked the Small Business Administration 
to be of help to you and your people ? 

Mr. Burnsine. Yes; and they suggested one idea that might meet 
with some of the other problems that you have had to face. They 
suggested pooling of our industries for primary contracts. That is 
a good idea if you can get a number of small businesses to work to- 
gether to get a prime contract, because it looks like they have no 
chance if they don’t try for prime contracts. 
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Mr. Mutter. Well, who will have to take the initiative to get these 
small-business men into a pool? Is somebody waiting for you to do 
it or is somebody in your community going to do it? 

Mr. Burnswwe. Well, in my case I initiated the move. We started 
with about 9 or 10 companies and it has helped some, but only a very 
small amount of success so far. 

An illustration of interest is that the largest group of small manu- 
facturers we have ever had assembled in the Huntington area at a 
meeting. 

Mr. Rreutman. Do you have any large contractors there that have 
contracts with the Defense Department? — 

Mr. Burnstwe. No, we have not been able to get them. 

Mr. Rrenuman. I mean people who are bidding on large contracts 
with the Defense Department. 

Mr. Burnsiwe. Yes, one, and that is in a class by itself. That is 
International Nickel. The Government paid them to expand during 
World War II. 

Mr. Rrentman. What I was going to develop is that if there are 
some prime contractors in the area, see what can be done to break 
down the primes into subcontracts for the people who have specific 
abilities to provide in the construction of the end product that they 
have to prime contract for. I wondered what that possibility was 
in your area. 

Mr. Burnsipe. I had a meeting yesterday with one like that, Ameri- 
can Car & Foundry. They are diversified in other areas both geo- 
graphic and industrial. I asked them if they would bid on prime con- 
tracts and work with smaller industries and they promised me that 
they would. Kaiser, Inc., who is locating a plant in my district, have 
ulso promised to help. 

Mr. Rreuiman. I think that might be one of the answers. 

Mr. Burnsiwe. But in a number of our smaller communities I find 
this, for instance in our pottery and glass, we have a little town that 
is dependent upon pottery or glass and when that one factory closes 
down they are just out of luck. The workers suffer greatly. Those 
people have had to try to sell their homes. Well, really it is a de- 
pressed market and they cannot sell their homes for anything like its 
real value. The families will have to stay there and the breadwinner 
will have to go out into other States for work. 

I know the Ohio group was telling me that the traffic accidents have 
been increasing because the people from West Virginia go out and 
work during the week and they come back during the weekend and 
they are sleepy and tired and are driving long distances to go to work. 
So we are facing that problem on our highways. 

Our State, by the way, lost $7 million in revenue last year and we 
are faced with a $12 million revenue loss this year. 

These things are multiplying to cause us more and more serious dis- 
turbances. 

Mr. Rreutman. I had one other thought with respect to this re- 
search and development program in which you stated that big business 
was getting all of the contracts. 

Maybe you recall that my Military Operation Subcommittee of the 
House Committee on Government Operations last year held extensive 
hearings on research and development, and we had some of the greatest 
scientists of the Nation before our committee. We did not get into all 
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of the phases of this research and careiemens program, of course, 
down to whether or not small business could take a certain portion of 
it, but I do recall its being discussed between our own committee mem- 
bers on 1 or 2 occasions that it is pretty hard, with the development of 
some of the things that we are really reaching for in the research and 
development field, to find small men that are capable to take a prime 
contract. 

But the thing that worries us is whether or not the prime contractors 
could get out into the field and do a more active job in soliciting the 
small man and trying to develop from them some of the programs 
that the Defense Department has in mind, which are very expansive. 
All the time they speak of “reaching for the moon.” And that is what 
they are doing in these new developments. I know that there are a lot 
of small men in this country with little 1 and 2 and 3 men shops that 
have genius and ability, and sometimes it is from that type of fellow 
that we get our great developments and not out of the big Jaboratories. 
So I think that that is another thing for which we should be pushing. 

I do not know how you are going to eliminate the big programs, but 
there is a field where you can assist, and SBA can assist too, in seeing 
that these prime contracts which are let in research and development 
are spread out into the hands of a lot of little fellows, many of whom 
just have 1 or 2 men working for them. They do know what the larger 
businesses are looking for and they probably could contribute to a 
great degree in developing the items that they are looking for. 


Mr. Burneupe. I, too, had the idea that you have been working on. 
I talked to one of our concerns and they hired a consultant, the man 
who got the international award in optics and who is now heading 
the research and development at Boston University, which is prob- 


ably the most outstanding institution in the world right now in that 
phase of the work, but even with his help they have not gotten any- 
where on it. 

Mr. Rrextman. Well, it is something, Mr. Chairman, the committee 
can suggest again to the Department of Defense in helping these boys 
and helping small business. 

Mr. Mutrer. More important than calling it to the attention of the 
Department of Defense—I think every Member of Congress has called 
it to the attention of the Department of Defense at some time or 
other—I think it is peculiarly within the function of the Small 
Business Administration to go to the Department of Defense and say 
to them, “Here is a small-business man here, and there, and right 
across the country, and these men can do these research and develop- 
ment jobs.” 

I think that was one of the things we had in mind in setting up 
SBA. They ought to go into the Defense Department and say, “Here 
are fellows that can do this job. Why don’t you give them a chance 
to do it? 

Mr. Rrentman. I think we have had some testimony that they are 
trying to screen every small-business man throughout the country in 
SBA to try and find out what their capabilities are and then pinpoint 
it and hand it over to the Defense Department. I think that is a field 
that they probably could do more in. 

Mr. Burnsiwe. One thing that we have done, and the Navy is coop- 
erating with us and I believe the Air Force is doing some cooperating, 
they took Huntington as a test area for the country since they have 
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rot these small-business men to work together as a group in Hunt- 

ington. They have been screening contracts that might fit into their 
program, but so far I do not believe we have received any. Again 
they say it is completely the low bidder. 

Mr. Roosrverr. Mr. Chairman, on that point I think I am correct 
in saying that the figures will show that most of these development 
contracts, 80 percent of them, are negotiated and therefore there is no 
such thing as a low bidder on a negotiated contract. 

Mr. Burnsipe. Correct. And some 99 percent of those will go to big 
business. 

Mr. Roosevetr. That is right, sir. And, Mr. Congressman, on the 
same thought, I think I am correct in saying that during World War 
iI, under the direction and through the initiation of the Small Defense 
Plants Administration, arrangements were made whereby the big con- 
cerns with the prime contracts got together and pooled much of their 
research staff and other technicians who were made available on off 
hours and on other arrangements to the small plants so that the small 
plants could afford the research people that otherwise they could not 
afford by themselves on a full-time basis; and that program has been 
completely dropped, and I would like to suggest, if it would fit in with 
your ideas, that this committee should consider recommending again 
to SBA that they undertake the initiative in bringing this to the atten- 
tion of the Defense Department and seeing whether similar programs 
should not be brought out. 

Actually, there is in Public Law 163, section 217, which reads as 
follows: 

The President is authorized to consult with representatives of small-business 
concerns with a view to encouraging the making by such persons with the ap- 
proval of the President of voluntary agreements and programs to further the 
objectives of this title. 

As far as I am concerned, I would like to see that authority made a 
direction. Also, of course, you go back to section 207, which would 
supplement that and go along with that idea, and I feel that we should 
definitely take much stronger steps than have been taken to implement 
those sections, by direction if necessary. 

Mr. Burnsipe. I want to compliment you on that thought, and that 
fits absolutely along with what one of the top generals in Ordnance 
said. He said, “Give us some authority. We do not have authority 
to do much with small business.” 

Mr. Mutrer. Your area, Congressman, is a typical area where 207 
(c) can be brought into play, which would permit the Smal] Business 
Administration to take the prime contract and then break it down so 
that your small-business men in your area can each take a piece of it 
and do the job. But up to the present time there has not been a single 
contract taken by SBA under that provision of the law. 

Mr. Burnsine. Well, SBA said they want to help us along that 
line, but they have not found a contract yet. 

Mr. Roosrve.r. Would it also be possible that this committee should, 
at some point, investigate a more precise definition of “small business” 
because many of these contracts in the Defense Department involve 
more money than just a hundred or a hundred fifty thousand dollars. 
They may go up as high as a couple million dollars, but in those con- 
tracts there is work that smaller people could do, so that if you could 
get in on the level of companies that were still small business in rela- 
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tion to their field they might not be small business under the definition 
of a hundred fifty thousand or a hundred thousand dollars, but they 
would be small business in relation to their field. And by coming into 
it at that phase I think you could help a lot more of the companies 
further on down the line. 

Mr. Bornsive. That is especially true in regard to small steel com- 
panies and companies of that nature. 

Mr. Murer. One of the techniques that has been used in procure- 
ment to the detriment of small business is they start out with a small 
research and development contract which is given to a big fellow who 
is supposed to have a laboratory and all the technicians that are 
needed for it. It is a very small contract and it does not amount to 
much. Then they come along, when the research and development 
is finished, and they give him a small contract for a few units or : 
few hundred units, and that is also a small contract, just to test the 
result of the research and development contract. And then they find 
that it is all right, and the next thing you know they have negotiated 
a contract for a million dollars on the basis of that, and nobody else 
has a chance to do it because, “They developed this for us and we 
are dutybound to give the job to them.” And it is just another 
gimmick that they resort to to freeze small business out and we have 
got to do something about it. 

Mr. Burnsipe. Well, the general, along that same line, said, ““We 
cannot afford to be giving driblets on a number of these contracts 
around to a number of different people.” 

Mr. Mvuurer. It makes it much easier for them, of course. 

Mr. Burnsipe. Correct. 

Mr. Mutter. But it does not help the overall situation. Asa matter 
of fact, it is detrimental to the overall situation. 

Mr. Burnsipe. In time of war we are going to need very badly 
these small-business men. 

Mr. Roosevett. And that was well proven in World War ITI. 

Mr. Burnsipe. An illustration of that is optics. They were small 
business, but they produced more than any other plant in America 
because the other plants went into making more of the overall item. 

Mr. Murer. Would you mind stating for the rec ‘ord, Congressman, 
the names of the people you conferred with at the Pentagon‘ ? 

Mr. Burnsipe. I have seen practically all the top ones in the last 
2 years, and even down to the lower levels. 

Now, I am just wondering if there are some questions I could answer 
showing my experience in going down and talking to those others. I 
would be glad to for the benefit of small business because I have seen 
quite a bit ‘of the problem. 

Of course, it is a tremendous problem. I have seen a few phases 
of it in the last 6 or 7 years. 

Mr. Mutter. Congressman Riehlman, do you have any further 
questions ¢ 

Mr. Rieutman. I do not think so. I think he has developed the 
discussion of his own problem and the needs of small business on a 
wide scope, and I do not think that I have any other questions. 

Mr. Mutter. Thank you very much, Congressman, for coming in. 
I know the committee is very interested in your comments and sug- 
gestions. 

62408—55—29 
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You come from a very beautiful and scenic State. Maybe you ought 
to. start exporting some of that through small business. 

I think this would be an appropriate place to insert into the record 
the statements that we have received from the following Congress- 
men: Gordon L. McDonough, of California, Page Belcher, of Okla- 
homa, Bob Wilson, of California, Frank C. Osmers, Jr., of New Jersey, 
Olin E. Teague, of Texas, and John W. MeCormack, of Massachu- 
setts. Mr. McCormack’s statement appears in the appendix of the 
Congressional Record of March 4 at pages A1412 to A1414, inclusive, 
and contains statements of various representatives of small business 
throughout New England, and I would invite the attention of the 
Small Business Administration to that particularly, as»well as the 
other statements of the various Members of Congress. 

(The documents referred to follow:) . 


STATEMENT OF Hon. Gorpon L. McDonoucn BrEroreE SMALL BUSINESS 
COMMITTEE, IN SupPporT OF SMALL BUSINESS ACT 


Mr. Chairman, I appreciate this opportunity of testifying in support of extend- 
ing the Small Business Act for 2 years. I am confident that should this not 
be done, it would be a serious and very damaging blow to our national 
economy. 

The Small Business Administration has done a most excellent job in coun- 
seling and advising the small-business man as well as sustaining many small 
businesses with loans not available from any other source. 

The SBA service to small business, by informing them where and how they 
may participate in Federal Government contracts or sell their products to the 
Federal Government, has helped both small business and the Federal Govern- 
ment. 

I am sure you and your committee is fully aware of the great value the SBA 
has been to the national economy because by helping small business, they are 
sustaining a large segment of labor and production, and helping the small- 
businessman to maintain his independence and the free-enterprise system. 

Small business is the backbone of our Nation and the very foundation upon 
which our free-enterprise system is founded. 

Through small business, the individual citizen has the right to “be his own 
man,” to take upon his own shoulders the responsibility for his future, and 
to rise or fall as a result of his own ability, industry, and perserverance. Big 
business is, after all, merely an extension of small business, and if the history 
of most of our great corporations were examined, they are the direct result 
of the foresight, courage, and labor of an American who founded a small busi- 
ness which grew and grew. 

Today we frequently hear words of discouragement to the young men and 
women who are considering entrance into the field of small business. They 
are told that small business is declining, that the risks are too great, the profits 
too small. 

This is not true, and it is important to the future of our Nation that the truth 
be known about small business, that our citizens be encouraged to become small- 
business men, and that the Federal Government continue its assistance to small 
business which today holds a vital place in our national economy. 

I urge this committee to report favorably on the continuation of the Small 
Business Act for 2 years. 





CONGRESS OF THE UNITED STATES, 
' House or REPRESENTATIVES, 
Washington, D. C. March 7, 1955. 


Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, 
House Office Building, Washington 25, D.C. 


Dear CoLLEaGue: It is my opinion that the Small Business Administration 
should definitely be continued. In its first year of handling a loan program, the 
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SBA has made loans of $1,100,000 in Oklahoma to small business. The SBA, 
working with the Department of Defense, has assisted small industries to secure 
Government contracts that they might not have gotten otherwise. 

The Small Business Administration has been helpful to the business communi- 
ties, and their people fill a gap that in our present economy, probably still needs 
some help. I hope that not only will SBA be continued, but that it’s operations 
will be broadened so that it may even be of more assistance in the future. 

Sincerely yours, 
Pace BELCHER, M. C., 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., March 3, 1955. 
Hon. WRIGHT PATMAN, 
Chairman Small Business Select Committee, 
House of Representatives, Washington 25, D.C. 


Deak Mr, CHAIRMAN: Perhaps one of the most difficult problems for a small 
businessman is the inequity of sufficient working capital to permit bidding on 
subcontracts of Government work. 

This is an area in which there is an understandable reluctance on the part of 
private financeers to extend credit. For this reason alone, it would appear that 
there would be sufficient cause for serious consideration of the favorable dis- 
position of the extension of a small business agency subsequent to June 30, 1955. 

Although the agency has not made extensive loans in my district the personnel 
of the agency have been of great value in courteously extending complete informa- 
tion to constituents regarding loan application and requirements as well as mili- 
tary procurement. I should therefore like to be recorded as favoring legislation 
which would extend the life of this agency. 

Sincerely, 
Bos WILson, Member of Congress. 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., February 28, 1955. 
Congressman ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
Old House Office Building, Washington, D.C. 


Dear COLLEAGUE: In reply to your inquiry of February 25, May I urge upon 
you and the other members of your subcommittee that the Small Business 
Administration be continued. 

It seems to me that it is important for small businesses which are unable to 
secure conventional bank loans to have this agency available to them. It would 
be my suggestion that the loan limit be raised from the present $150,000 to the 
neighborhood of $500,000. 

Sincerely yours, 
Frank C. OsMErs, Jr. 


CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washington, D, C., March 1, 1955. 
Hon. ABRAHAM J. MULTER 
Chairman, Subcommittee No. 2 
Select Committee on Small Business, House of Representatives. 


DeaR ABRAHAM: I appreciate your letter of February 25, 1955, asking for 
comments on the activities and operations of the Small Business Administration 
in my district. 

It may be that the Small Business Administration has done many things in 
my district that I am not aware of. In the cases that I know of the Administra- 
tion has done absolutely nothing in my district. 

I do not desire to appear personally or to submit a statement, but merely 
wish you on the committee to know that I feel the Small Business Administra- 
tion has been a complete failure as far as my district is concerned. 

Sincerely, 
OLIN BE. Teacur, Congressman. 
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CONGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
OFFICE OF THE MaJsgoriry LEADER, 


Washington, D. C., March 1, 1955. 
Hon. ABRAHAM J. MULTER, 


House Office Building, Washington, D. C. 


Dear Age: I am in receipt of your letter of February 25, in relation to the 
extension of the Small Business Act of 1953, which expires on June 30, 1955. I 
think it should be strengthened materially, 

I might say that representatives of the Smaller Business Association of New 
England had a meeting recently with a Massachusetts delegation, and I think 
they made one of the finest, clearest, and most definite presentations that I have 
ever heard. I am enclosing for your information copies of statements made by 
A. L. Lawrence, president of the association, by Ralph A. Fletcher, by Howard 
D. Williams, by A. Dudley Bach, and by 8. Abbot Smith. I intend to insert these 
statements into the Congressional Record. I think that these various gentlemen 
made some very excellent suggestions as to amendments. 

In addition to the suggestions contained in the within presentations, I also 
think that the lending capacity should be increased to $250,000, and that the sug- 
gestion about loans to companies that have defense contracts should be above 
that amount. 

With kind regards, I am 

Sincerely yours, 
JOHN, 
JouHn W. McCormack 


INTRODUCTORY REMARKS OF A. L. LAWRENCE, PRESIDENT OF SMALLER BUSINESS 
ASSOCIATION OF NEW ENGLAND, INC., MEETING IN WASHINGTON, D. C., WitrH 
THe New ENGLAND MEMBERS OF THE UNITED STATES SENATE AND CONGRESS 
FEBRUARY 24, 1955 


Honorable Chairmen and Members of the Senate and Congress from New 
England, it is nice to be with so many friends. My name is A. L. Lawrence. I 
am treasurer of The H. B. Smith Co., Inc., of Westfield, Mass., manufacturing 
boilers for 102 years. I have the honor this year to be President of the Smaller 
Business Association of New England, Inc. 

We very much appreciate the time and interest you are giving to us today on the 
problems of Smaller Business. These problems are many but they are still 
basic. They have, however, been multiplied over the years. 

The small-business man is a truly optimistic and independent American, who 

has faith in his country, in its future and in himself. If he didn’t, he would never 
have had the courage to start his own business. What he really wants are the 
rights he could have inherited, has fought for and is still fighting for under our 
Free Enterprise System, primarily his rights to live as a free man, to worship 
as he pleases, to work in his chosen field, to grow and prosper thereby to better 
his standard of living, and to obtain thereby some measure of earned security 
for himself, his family and his fellow employees. These rights certainly are in 
the American tradition and must be preserved. That is why we are here today. 

It is a fact that this is the only country in the world where these basic rights 
are still even recognized and we are thankful, but let us be fully aware that these 
rights are being constantly impaired, so that the objectives are getting harder 
and harder to attain. 

The American rights to live as freemen, to worship, and to work have been 
virtually preserved. 

Our chief concern today is for our right to grow and prosper as a result of our 
good hard work. This right has become an obstacle course, full of legislation, 
taxes, red tape and not always helpful administration. 

The tax situation we believe is the greatest deterrent to the growth of small 
business, as what is left after today’s multiple taxes does not leave enough to the 
small-business man to reinvest in the business for reasonable growth and 
progress. Couple this with a lack of equity capital, rampant business mergers, 
Government competition in business, some poor administration and red tape, 
with the prospect of lower or no tariff, and the obvious advantages of big busi- 
ness to mention only a few reasons, and we have some very real causes for con- 
cern. 

The Smaller Business Association of New England has fought for many years 
for'relief from this eventually ruinous situation. We fight in the American 
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way with a program of eduration and understanding, for corrective legislative 
and better administration of the laws. We are this year reorganizing our asso- 
ciation on a regional basis with membership committees in every New Bngland 
State and are at this time planning an extensive radio program. Our bulletin 
entitled the “Voice of New England” has this year been streamlined and is now 
widely circulated and read. 

It is obvious that there is not time to cover today all of the things which bother 
small business, so we have picked out some of the most important. The gentle- 
men whom you will hear on specific matters of great concern to us are all di- 
rectors of our association and have made this trip at their own expense. 

Again may I thank you all for our association for your kind interest and we 


hope for your continued cooperation on behalf of smaller business, the backbone 
of our economy. 


STATEMENT OF RALPH A. FLETCHER BEFORE NEW ENGLAND SENATORS AND 
CONGRESSMEN, WASHINGTON, D. C., Fepruary 24, 1955 


Honorable chairmen and members of the New England congressional dele- 
gation, I appreciate your extending to me the privilege of appearing again before 
this group on behalf of the Smaller Business Association of New England. 

We have always been accorded an attentive and understanding reception not 
only by our representatives from New England but as well by the Senate and 
House committees before whom I and my associates have from time to time 
appeared. 

I shall first explain the reasons for my interest in the problems of small busi- 
ness. I am a small-business man. As an engineer by education and training 
and a quarryman and manufacturer by experience, I have long been concerned 
with the difficulties which confront every small-business man. These have re- 
sulted in part from an expanding economy, our Federal tax structure and the 
disproportionate advantages that accrue to the large business corporations under 
our current system. 

For these reasons, some 10 years ago I became associated with the Smaller 
Business Association of New England as a director, and had the honor to serve 
as its president during this past year. 

Among the many problems which have beset the small-business man under our 
present tax system is that of depreciation, including obsolescence, and that is the 
problem to which I wish to direct my remarks. We-do not need to expand on the 
fact that this problem of a more flexible depreciation is accepted by you and our 
other representatives in Washington. 

The Select Committee on Small Business of the Senate in a considered report 
issued in June 1953, recorded themselves in favor of more liberal depreciation 
policies: “We do not wish to recommend a reproduction cost basis for caleulat- 
ing depreciation, but we do believe that management should have a greater lati- 
tude for judgment and should tie depreciation charges to its own policies as 
they relate ot machinery replacement and the recognition of obsolescence. (83d 
Cong., S. Rept. No. 442.) 

Not only in 1953, but in 1954, when the new code was under legislative con- 
sideration, the Senate Finance Committee in its report recognized the imp:ct of 
depreciation policies on the small-business man: “Small business and farmers 
particularly have a vital stake in a more liberal and constructive depreciation 
policy. They are especially dependent on their current earnings or short-term 
loans to obtain funds for expansion. The faster recovery of capital investment 
provided by this bill will permit them to secure short-term loans which would 
otherwise not be available.” 

In these reports the problem is recognized. I could continue at length in an 
attempt to convince this group of a need which is conceded to exist. I do not 
intend to waste your time. I expressed these same views on April 6, 1950, at a 
similar meeting of this delegation. These comments were published in the Con- 
gressional Record. I am having copies of these remarks distributed. 

The question is what do I suggest should be done to solve this problem. 

In the first place, I know that we all appreciate the time and study the Senate 
Finance and the House Ways and Means Committees have devoted to the de- 
preciation problem. And I think that the requirements as expressed in section 
167 of the new code present a liberalization of the old rules which could have 
resulted only from serious study of the problem. However, the declining balance 
method and the sum of the digits formula do not as a practical matter solve the 
depreciation problems of the small-business man. 
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Frankly, the problem is as simple as this. A Government agent or agency 
sets a period of time which is presumed to represent the useful life of a depreci- 
able asset. This may be an arbitrary standard, as for example bulletin F, and 
which in many instances fails to give due consideration to the factor of ob- 
solescence. 'Fhis under present retooling and. replacement demands greatly 
shortens the period which would reasonably be considered the useful life of a 
piece of machinery or other property subject to depreciation. 

Therefore I believe and, with the support of my codirectors, recommend to the 
serious consideration of our New England representatives, and to the con- 
gressional committees charged generally with the interests of small business, 
that two changes in section 167 should be made. 

The first one has to do with the burden of proof. This is important. I am not 
a lawyer, but it has been my experience in ordinary business transactions that 
the person claiming money is due him must prove his case (by competent evi- 
dence). He has the burden, the responsibility, of establishing his claim. 

In-the case of depreciation allowances, however, the burden is on the taxpayer 
to prove that the Government in establishing the depreciation rate (based on 
useful life) is wrong. 

Our association believes that the independent small- business man who knows 
his own business and has his own capital at stake and who is faced with rapidity 
of change in technique and style is better qualified to fix the depreciation period. 

Our second recommendation is that the individual or concern who proposes to 
take’ depreciation be free to a limited extent to set his own life estimate, 
especially since obsolescence may quickly destroy the useful life of a property. 
In our tax structure, we have many specific exemptions granted, for instance for 
each dependent, $600; from estate taxes, $60,000; from gift taxes, $30,000. We 
think that a reasonable amount should be established, in the nature of a specific 
exemption, as an annual depreciation allowance. This should not be subject to 
question but, of course, could not be taken in excess of the available unde- 
preciated asset values. This should eliminate most of the controversy with 
Federal tax authorities and also quiet most of the complaints from small busi- 
ness relating to depreciation and obsolescence allowances. 

In order to accomplish both of the purposes which we have in mind, we ree- 
ommend that section 167 of the 1954 code read as follows: 

The law as proposed—section 167. Depreciation: (a) General rule—There 
shall be allowed as a depreciation deduction a reasonable allowance, as deter- 
mined by the taxpayer, for the exhaustion, wear and tear (including a reason- 
able allowance for obsolescence) (1) of property used in the trade or business, or 
(2) of property held for the production of income. The Secretary or his delegate 
shall have the burden of proving that the allowance as determined by the tax- 
payer is not reasonable and in determining such question of reasonableness an- 
nual depreciation deductions in an amount not exceedig $50,000 may be taken 
by the taxpayer which amount shall not be subject to attack by the Secretary or 
his delegates; provided, however, that adequate depreciable assets exist. 

And again I thank you for the opportunity of appearing before this group 
among whom I recognize so many friends of long years standing. 





SMALLER BusINEss ASSOCIATION OF NEW ENGLAND, INC. 


Statement by Mr. Howard D. Williams, chairman, Committee for the Adequate 
Financing of Small Business; president, Washington Mills Abrasive Co., North 
Grafton, Mass. To the Honorable Delegates to Congress from New Pngland, 
at Washington, D. C., February 24, 1955 


The level of high taxation, both corporate and personal, continues severely to 
discourage the financing of small-business enterprises. Individual savings con- 
tinue to be channeled largely into savings banks and insurance companies whose 
funds are not generally available to small-business enterprises ; and taxdtion does 
not leave enough working capital in small businesses to enable their reasonable 
growth, nor indeed to build up those resources desired to safeguard workers’ 
security in adverse business cycles. 

The short-term cash requirements of small businesses are in general being well 
met by commercial banks in our area, however commercial banks do not generally 
undertake the long-term needs, by which I mean loan terms of 1 year and up- 
ward. 

It is for the long-term capital needs of small business that a vacuum exists. 
Smaller Business of New England does not prefer direct financing by Government 
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vgencies, but until some adequate source for these long-term capital needs is 
established we firmly recommend the continuance of loaning authority in the 
Small Business Administration. 

To enable Small Business Administration effectively to function we recommend 
its continuance as an independent Government agency, reporting directly to the 
President and to Congress, and another of our speakers makes a recommendation 
to you as to its life span. We recommend to you that SBA be authorized to make 
individual advances up to $150,000, but that this amount be increased to $300,000 
in the case of advances for the fulfillment of Government contracts, prime or 
sub. We point out that the fulfillment of Government contracts in many cases 
imposes a very heavy drain on the contractor’s finances, and believe that an in- 
crease in SBA’s loaning ‘limit for this purpose is necessary and realistic. We 
point out that without this increase an obstacle is being created which would 
prevent many Smaller businesses from obtaining Government contracts and this 
would not be to the advantage of the Government. In this general connection 
we would stress the desirability of authorizing progress payments to contractors 
and subcontractors. This does not eliminate the need for financing on Govern- 
ment contracts, but does reduce it. 

We would like to mention to you that in each New England State there is now 
in operation some form either of credit or business development corporation, 
working under State charters. These bear some close resemblances to the capital 
bank for the long-term credit needs of small business which our association has 
been urging for some years. It is evident that a State credit corporation will 
not be able to obtain the broad averaging of risks which would be possible to a 
federally chartered and operating capital bank, but our association will watch 
and if you will allow us will report to you as to the ability of these State develop- 
ment and credit corporations to raise the working funds they need, and as to the 
extent to which they may be able to meet the long-term financing needs of small 
business. 

We are of the opinion that a federally chartered capital bank for the pur- 
poses of making’ secured or unsecured advances to small businesses is needed 
and will prove to be one of the most effective and satisfactory ways of meeting 
this unfilled need. Quite recently three Senate bills introduced by Senator 
Sparkman have been brought to our notice, S. 381, S. 382, S. 383; all of which 
have been referred to Committee on Banking and Currency. 

At this time we ask your interest particularly in S. 382. Section 2 (a) would 
regulate the interest chargeable by Small Business Administration in partici- 
pation loans, and we recommend this to you. Section 2 (6) would increase 
SBA’s loaning authority to $500,000 and we have made a different recommenda- 
tion to you. Section'3 would extend the life of SBA to 1957, we have recom- 
mended SBA as a permanent agency. 

S. 381 would authorize the formation of national investiment companies; 
S. 383 would provide for the insurance of credit risks, on advances to small 
business, by the Federal Reserve System: With regard to S. 381, we approve 
the principle of this bill but are giving it further study. With regard to S. 383 
it is our belief that such powers if given to the Federal Reserve System would 
not be used more extensively than were the powers given to the Federal Reserve 
System to make direct loans to small businesses. 


SMALLER BusINess ASSOCIATION OF NEW ENGLAND, INC. 


Statement by A. Dudley Bach, President of the New England Metallurgical 
Corp., Boston, Mass.; Past President, Smaller Business Association of New 
England; Member, National Council of Consultants of the Small Business 
Administration to The Honorable Delegates to Congress from New England, 
at Washington, D. C., February 24, 1955 


The New England Smaller Business Association has asked me to appear before 
you today on their behalf and express their views on what we believe should 
be incorporated in any legislation sponsoring the continuance of the Small Busi- 
ness Administration. 

Our association does not at this time wish to go on record as being in favor 
of any one of the many bills that have been presented, but wish to point to the 
important items that should be incorporated in such a bill. 

We firmly believe the Small Business Administration should be extended as 
a permanent, independent agency; whose director shall be responsible only to 
the President and Congress. We wish to emphasize the words “independent 
agency” because there is a tendency by some to recommend that the Small 
Business Administration be absorbed by the Department of Commerce. This has 
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been tried on two different occasions with no success. We feel that while the 
Department of Commerce furnishes data to all business, it is particularly geared 
to the problems of big industries and, therefore, we believe that small business 
with its problems should have the benefit of a completely independent agency 
such as the Small Business Administration. 

One of the important functions of the Small Business Administration is the 
loaning of money to those small businesses who cannot obtain it from other 
sources, and we believe that the limit of $150,000 is normally adequate. That 
umount, however, is not sufficient in our opinion to finance Government prime 
or subcontracts because of the great amount of money involved, and we suggest, 
therefore, that the bill be amended so that the maximum be increased when 
the borrowed money is to be used to finance Government contracts or subcontracts 
to be $300,000. This limit might be adequate providing progress payments 
against Government contracts would still be available to the small contractor 
against any Government prime or subcontract. 

We do not believe that municipalities should be eligible for loans under the 
Small Business Administration, and we also feel that the Small Business 
Administration should not be privileged to make loans for recreation or 
amusement facilities of any kind. 

The bills that have been presented thus far in most cases stress the loan 
features of the Small Business Administration. But we would like to point 
to the many other functions of the Small Business Administration that we think 
ure equally important and should be given consideration. 

The Small Business Administration, for example, has been cooperating in 
establishing the many State development corporations which are being set 
up to furnish equity capital to small business. These are operating very 
successfully in some cases, but we still feel that a Federal capital bank of 
some type is necessary, and our Mr. Howard Williams will comment on that. 

Any new bill should strengthen the hand of the Administrator of the Small 
(Business Administration by giving him more authority in the matter of 
procurement. The greatest part of dollar volume of all Government contracts 
is still going to big business, and the inability of the small contractor to get a 
portion of these contracts is working a severe hardship on all small industries 
throughout the country. Our Mr. 8. Abbot Smith, who is with us today, has 
some very definite recommendations upon that problem. 

There are other features of the Small Business Administration such as 
technical aides and marketing aides that have been more than helpful to Small 
Business and should be continued. Again, the college management courses 
which are being sponsored at 51 universities throughout the country, for which 
the individual attending has to pay as much as $50 tuition, are meeting with 
tremendous success, and in many cases repeat courses are already under way. 

Because of the success of these many programs, it is important that adequate 
funds will be appropriated so that the Small Business Administration can 
broaden its service to small businesses of America. 

In closing we again wish to stress the most important point made in my 
epening remarks to the effect that the Administrator be responsible only to 
the President and Congress, and further that the bill setting vp the Small 
Business Administration as a permanent, independent agency give the Admin- 
istrator of the Small Business Administration sufficient authority so he can 
make it a strong, constructive agency and help small business to become once 
again the strong, vital force that it at one time was in our American economy. 





STATEMENT OF S. ABBot SMITH, SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, 
Inc., BEFoRE NEw ENGLAND SENATORS AND CONGRESSMEN, WASHINGTON, D. C., 
FEBRUARY 24, 1955 


Chairmen and Honorable Members of the Congress, may I add my thanks to 
those of our president to you all for taking the time out of your busy day to 
meet with us here this morning. It is especially pleasing to me because so 
many of you are old friends of years’ standing. We have fought the battles of 
small business and New England together since those days in 1942 when I first 
came to Washington as a Director of the Smaller War Plants Corporation. 

As I believe you all know, ever since its inception the officers and directors 
of the Smaller Business Association of New England have always tried to present 
only well-considered programs. We try at all times to be sound and constructive. 
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In line with that objective, I should like to present for your consideration a 
recommendation which we made to Mr. Wilson, Secretary of the Department 
of Defense. 

We have been disturbed because the SBA has apparently not been able to 
obtain for the small businesses of the country as large a proportion of Govern- 
ment contracts—both prime and sub—as we believe they should, and as we 
helieve the Congress intended when it created SBA. 

Awhile ago we were told an Executive order was under consideration to try 
to improve this situation by transferring the small-business specialists of the 
services to the SBA. While this might help; it did not seem to us this went 
to the root of the matter. 

The basic problem, we believe, is that many of those specialists and the pro- 
curement officers do not thoroughly know the already existing directives of 
their respective services with regard to small business and many pay little or 
no attention to them. Furthermore, there seems to be a very considerable 
difference in the extent and efficacy of these programs as between the services 
as well as between contracting officers. 

Quite obviously no program will work unless it is given wholehearted backing 
at the top and unless it is followed through at each level of command right down 
to the individual contracting officer. 

So after considerable study we wrote Mr. Wilson a letter, a copy of which 
is attached to my statement which you have. In brief, our suggestion is that 
he should appoint as an Assistant Secretary of Defense for Small Business a 
high caliber, competent man sympathetic to small business who would report 
directly to him and whose sole job would be directing the coordination and imple- 
mentation of the small-business programs throughout the armed services— 
Army, Navy, Air Force, and Marine Corps ; who would study the programs now in 
effect with a view to improving them and who utilize in all the best features 
of each. 

Then in each of the services, starting in the Secretary’s office and right down 
through the chain of command there would be one individual charged with this 
same responsibility for his part of the small-business program and who would 
devote his entire time to this job. 

By focusing responsibility in this way on one individual at each level, we 
helieve better coordination, integration, and implementation could be obtained. 
Every contracting officer and every small-business specialist would know exactly 
what he has to do under the program. 

If you, for instance, wanted to know just what the program is you would 
contact one man who would have the whole thing in his hands. 

When the Administrator of SBA felt changes were desirable he would go 
directly to this Assistant Secretary of Defense, i. e., the top, to discuss them. 
In short, this Assistant Secretary would be charged with seeing that the intent 
of Congress when it created SBA is carried out as regards the armed services 
and procurement. 

It seemed to us this might eliminate to a large extent what so many people, 
especially small-business men, complain about when dealing with the armed 
services, the run-around. 

In our opinion this would be a more effective plan than the recent arrange- 
ment SBA has just made whereby one of their men has a desk in the office of 
the Assistant Secretary of Defense for Supply and Logistics. In this way it is 
hoped to have closer liaison between the two offices. Also, the men in charge 
of the small-business programs in each of the services are being upgraded. This 
surely is better than it has been but still the liaison man is an SBA man “on 
the outside looking in’ while under our plan he would be on the inside. Fur- 
thermore, it is our understanding that most of the men in the services who now 
are supposed to take care of the small-business programs have other duties as 
well. Under our plan their whole time and attention would be devoted solely 
to the small-business programs. 

Aithough we are somewhat skeptical, nevertheless it is undoubtedly best to 
try out the new arrangement for a while anyway. We hope it will produce the 
desired results. 

However, the trial period must not be too long, for already small businesses 
are in trouble and failing all over the country due to the cutting off of subcon- 
tracts by large primes. So if good results are not forthcoming soon, then it 
might be worthwhile to take out our suggestion and dust it off again for further 
consideration. The titles suggested may not be correct but we believe the basic 
idea of pinpointing responsibility is good. 
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Furthermore, we fully realize that the suggestion we make is one which 
requires executive, not legislative action. On the other hand, the Congress 
expressed its intent to help small business when it created the Small Business 
Administration. We do not feel that intent is being realized to the greatest 
extent possible and so are calling this suggestion to your attention. 

We hope you will keep close watch of how things go because whether or not 
they get a suitable proportion of prime and subcontracts will make a tremendous 
difference to our small businesses and the whole economy of New England. 


JANUARY 7, 1955 
Hon. CHARLES B. WILSON, 
Secretary, Department of Defense, Washington, D. C. 


Dear Mr. Secretary: We smaller-business men of New England were very 
much disturbed at the reports published some months ago that you favored the 
services placing most contracts with a few large suppliers, and then were much 
pleased to read in the Wall Street Journal early in December that actually you 
favored spreading contracts widely and wished to encourage multiple sources 
of supply, which would obviously mean keeping many competent small concerns 
with their great geographical dispersion in the picture. 

This is of vital interest to many of our members whe built up organizations 
to produce essential, frequently highly classified items, during World War II. 
If they cannot continue to obtain contracts now, much of this skill and know-how 
accumulated by years of effort will be dissipated. That kind of organization 
and know-how takes even longer to build up again than the big long-lead-time 
machines, and so should be held together as part of our defense mobilization 
policy. 

The officers and directors of the Smaller Business Association of New England 
have watched with the keenest interest the efforts of the Congress and the armed 
services to utilize to the greatest extent possible the facilities and know-how of 
the small businesses of the country, both during the war and since. Sometimes 
the results have seemed to be pretty good, and sometimes rather poor, depending 
usually upon the attitudes of individual procurement officers, their superiors, 
and their departments or bureaus. Directives which looked good in writing at 
the higher levels seem to lose their efficacy as they go down through channels 
until when they finally reach the man in the field they have become so weak and 
diluted the procurement officer usually seems to think he had better follow the old, 
easiest, and safest procedure of giving the contract to the big well-known company 
whenever he can, pretty much without regard to other considerations. 

The Congress has for many years and in various acts expressed its intent that 
small business should get a fair share of defense business. We know that you 
as Secretary of Defense would like to see that mandate satisfactorily carried 
out. The $64 question is how can it be done and yet not weaken the responsi- 
bility of the procurement officers for obtaining the right items, at the right time, 
at the right place, and at the right price. 

The officers and directors of the SBANE after long study and consideration 
recommend that you appoint a top grade, high-caliber man, sympathetic to the 
cause of small business, as an Assistant Secretary of Defense who shall report 
directly to the Secretary of Defense and who shall be directly responsible for 
the coordination and implementation of the small-business programs through- 
out the armed services—Army, Navy, Air Foree, and Marine Corps. He shall 
study the programs now in operation in each of the services with a view to con- 
stantly improving them in every way possible by adopting and adapting to each, 
to the greatest extent feasible, the best features of the others as they now op- 
erate. Working down through the chain of command in each service, there shall 
be a specific individual assigned to see that the directives of small-business pro- 
gram are fully carried out both as to letter. and spirit so that the intentions of 
the Executive and the Congress may be realized that the facilities, manpower 
and know-how of the small businesses of the country shall be utilized to the 
greatest extent possible to broaden our mobilization base and keep multiple 
sources available in case of emergency. 

We realize this setup will mean the addition of some personnel but the added 
cost will be small compared to the tremendous increase in the efficiency of the 
program and will probably actually save the services money by bringing into the 
procurement program highly competent smaller companies who will in many 
cases furnish as good or better items for less money. 
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We believe it will be a relief for you to have an Under Secretary who will be 
in charge of and responsible for the whole small-business program and to whom 
all inquiries on the subject would be directed, including congressional com- 
mittees. He in turn would have an Under Secretary in each service who would 
be responsible for the program in that service and so there will be one man in 
each echelon conversant with what is being done and seeing that directives are 
being carried out satisfactorily. 

Thus the whole would be thoroughly integrated and coordinated to the ad- 
vantage of all concerned. The intent of the Congress will be carried out, the 
services will get what they need, more small businesses will get more contracts 
and to that extent life will be easier for you. 

Sincerely yours, 
SMALLER BUSINESS ASSOCIATION 
oF NEW ENGLAND, INC., 
S. Assor SMITH, 
Chairman, Legislative Committee. 


Mr. Muurer. We will make part of the record a letter from Con- 
gressman Henry S. Reuss, of Wisconsin, dated March 11, 1955, ad- 
dressed to the committee, and the Small Business Administration will 
take note of it and give us its response to that. 

(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
Hovuse oF REPRESENTATIVES, 
Washington, D. C., March 11, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives. 

DEAR Mr. CHAIRMAN: I am happy to respond to your invitation of February 25 
and to offer the following statement concerning the activities of the Small 
Business Administration. 

As a new Member, I have not yet had brought to my attention very much 
information about the effect of the Small Business Administration’s programs 
in my district. I note from the agency’s first two semiannual reports (the third 
has not yet come to my desk) that its modest lending operations in Wisconsin 
have so far been entirely outside Milwakuee and, indeed largely outside the 
industrial section of the State. With respect to this aspect of the agency’s 
activities, however, I have no present comment. 

Milwaukee is a manufacturing area, with many plants of small and medium 
size and several corporations which rank as national leaders. Its banking facil- 
ities are adequate and its banking community is alert, which facts may go far 
in explaining the lack of SBA loans there. Because of its industrial character, 
however, Milwaukee is directly concerned in Government policies respecting 
procurement and subcontracting. It is to the SBA program of procurement 
assistance, therefore, that I have turned my principal attention. 

My comments on this program are interspersed with numbered questions. I 
have purposely phrased these as trenchantly as possible, so that my own concern 
may be perfectly clear. I hope, too, that in this form they may be of greatest 
value to the subcommittee and the full committee in reviewing the agency’s 
activities. 

In its first semiannual report (chart 10, p. 29), SBA cites the House Small 
Business Committee as authority for setting a “target” of 35 percent for the 
share of military procurement to be supplied by small business. In its second 
report (chart 9, p. 25), this “target” has been eliminated ; indeed, the percentage 
seale stops at 30. 

(1) Is this to be interpreted as meaning that, although the reported small- 
business percentage of military procurement has been increasing, SBA no longer 
regards the committee’s percentage as being a valid “target’’? 

It is apparent from chart 9 of the second report that the increase in the small- 
business share since mid-1953 has accemplished a reduction in the dollar amount 
of total procurement. Between mid-1950 and mid-1953, it should be noted, the 
opposite tendency had prevailed, so that the share had declined from about 25 
percent to hardly more than 15 percent. 

(2) Is there any evidence in the recent increase of small-business share that 
Government policies and programs with respect to small business have been @ven 
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a fraction as important as changes in the volume and composition of total 
procurement? 

With respect to the “joint determination” program, the following facts appear 
in the SBA’s second report (pp. 55-56). Procurements “available for screening 
by SBA representatives” between August 1953 and July 154 totaled slightly 
more than $ billion. Joint determinations initiated by SBA totaled $376 million 
and the net value of procurements agreed upon by the military procurement 
authorities was $221 million. Procurement contracts awarded to small business 
during the period totaled $125 million, of which $37 million is ascribed to the 
operation of the program under the auspices of the Small Defense Plants Admin- 
istration, the predecessor agency. 

It thus appears that total procurements “available for screening” constituted 
roughly one-fifth to one-quarter of total military procurement. Of this minor 
fraction of the total, less than 10 percent was proposed for joint determination, 
slightly more than 5 percent was actually subject to joint determination, and 
perhaps 3 percent was awarded to small business. 

(3) What reason is there to suppose that this small fraction (3 to 5 percent) 
of small-business contracts in the total procurements screened would have been 
any smaller if there had been no SBA program? 

The joint determination method of assuring a satisfactory small-business 
share of Government procurement appears to have been initiated during the 
summer of 1952 by the predecessor agency, SDPA. Today these activities con- 
stitute a principal program of the SBA, which maintains representatives at “33 
major military procurement offices” in this connection (second report, p. 54). 

(4) With the results of 2 years’ experience now available for consideration, 
does it appear that this program is justifying its cost? 

(5) What staff appraisals have been made of the effectiveness of joint deter- 
minations, either absolutely or in comparison with alternative means of improv- 
ing the small-business share of procurement contracts? 

In January 1954 the SBA (1st rept., pp. 7-10) reported the adoption of a set 
of variable size standards to replace the previously used uniform standard. 
“Unless small business is successfully identified,” the agency stated, “the benefits 
that are designed for small firms may actually be obtained by firms which Con- 
gress intended to exclude. An accurate definition of ‘small business’ therefore 
is essential.” 

From the revised variable standard adopted at that time, however, the pro- 
curement-assistance program was explicitly excepted. In its second report, the 
agency states (p. 8) that this exception is being continued; no progress is re- 
ported toward broadening application of the new standard to include procure- 
ment assistance. 

(6) Has the agency found that the standards adopted a year ago constitute 
a significant improvement over the uniform standard? 

(7) Does SBA still consider that “an accurate definition of small business is 
essential’’? 

(8) What progress has been made toward adoption of such essential definition 
for purposes of the procurement-assistance program? 

(9) Have the procurement agencies been invited to collaborate in finding a 
solution to what is admittedly a difficult but fundamental problem? 

(10) Quite apart from the disappointing nature of the reported results of the 
procurement-assistance program, is it possible for these statistics—based as they 
admittedly are on a seriously inaccurate definition of small business—to have 
any tangible value whatever? 

Sincerely yours, 
Henry S. REvss, 
Member of Congress. 


Mr. Mutter. Our next witness is Mr. Charles E. Mason, represent- 
ing the Cadillac Canvas Co. 


STATEMENT OF CHARLES E. MASON, REPRESENTING THE 
CADILLAC CANVAS CO. 


Mr. Murer. Mr. Mason, what is the address of your company ? 


Mr. Mason. The address of the company is 1154 West Rush Street, 
El Monte, Calif. 


Mr. Murer. What is your address? 
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Mr. Mason. The National Press Building. 

Mr. Mutrer. Do you have a prepared statement ? 

Mr. Mason. Yes, sir. 

Mr. Roosrve.tt. May I, before Mr. Mason testifies, state that Mr. 
Mason came to my office, inasmuch as I am a Representative from the 
State of California, on behalf of this client who is a resident of Cali- 
fornia, and presented this matter to me, as the statement will, I believe, 
bring out. 

I undertook to advise him as to the proper steps to take, so as to 
secure the opportunity of his client being of assistance to the Govern- 
ment of the United States. 

Mr. Murer. Thank you, Mr. Roosevelt. 

Mr. Mason, you may proceed. 

Mr. Mason. Mr, Chairman and gentlemen of the committee, I am 
appearing before this committee at the request of Mr. Joe Tesarski, 
president of the Cadillac Canvas Co., of El Monte, Calif., who is 
unable to be present. I am the eastern representative of the Cadillac 
Canvas Co. and have been engaged in facilitating their interests in 
connection with Government contracts. In this capacity it has been 
my privilege to work closely with the procurement and technical divi- 
sion of the Small Business Administration. I would like to add at 
this point that the relationship with this division has been entirely 
satisfactory. 

The specific matter I am here to discuss has to do with some Gov- 
ernment agency’s failure to supply the necessary drawings and other 
important data which a bidder must have in order to conform to 
“invitations to bid” requirements. The instances I am bringing to 
the attention of this committee concern the Signal Corps and the Cadil- 
lac Canvas Co. 

The Cadillac Canvas Co., on or about January 25, 1955, received 
an invitation to bid on radar set covers. No prints or specifications 
were attached to the invitation. After several seme attempts 
were made by the Cadillac Canvas Co. to procure the desired infor- 
mation the matter was referred to me. Upon my failure to get the 
necessary prints, I contacted Mr. Curt Anderson of the Procurement. 
and Technical Division of the Small Business Administration, who 
was also unsuccessful in obtaining the drawings. At this point, I 
took the matter to Hon. James Roosevelt, Congressional Representa- 
tive from California and member of this committee. Through Mr. 
Roosevelt’s good offices, the Cadillac Canvas Co. received not only the 
drawings but also an extension of time for opening of the bid. 

I might interrupt my statement at this time to insert in the record 
that the invitation of which I am speaking, with the services of Mr. 
Roosevelt, we were awarded the bid. The teletype was received in 
my office and if you wish me to read it, I will read it, and if not, I 
will enter it into the record. 

Mr. Mutter. We will enter it in the record. 

(The teletype referred to is as follows :) 

Marcu 4, 1955. 
Cuares E. Mason, Cadillac Canvas: 


This is to advise you that we were the low bidders on the controversial invi- 
tation SC-36—039-55-1167-58 radar covers, thanks to the efforts of your office 
and Mr. Roosevelt. The bids were as follows: Cadillac Canvas, 117.34; Seymour 
Co., 141.00; Sperry Gyroscope, 192.86; Pioneer Canvas Co., 345. 
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Mr. Mason. You will note that in this bid we were the low bidder. 
With the permission of the committee, I should like to read into 
the record the following letter bearing upon this matter: 


Fesruary 4, 1955. 
Subject: Signal Corps Supply Agency, Philadelphia, Pa., invitation to bid: SC- 
36—-039-55-1167-58. 
Hon. JAMES ROOSEVELT, 
House of Representatives, Washington, D. C. 


Dear Mr. Roosevett: We want to take this opportunity to thank you for inter- 
ceding in our behalf with the above problem with the Sperry Gyroscope Oo., 
Great Neck, Long Island, N. Y. This letter will outline briefly our telephone 
conversations as well as the telephone calls made by our Mr. Charles E. Mason, 
who represents our company in Washington. 

On or about January 25 our company received an invitation to bid for covers 
on a radar set manufactured by the Sperry Gyroscope Co. from the Signal Oorps 
Supply Agency, Philadelphia, Pa. Since there were no prints or specifications 
attached to the invitation, I called Mr. Sigman at Philadelphia, telephone number 
Kingsley 6—8200, extension 565, and requested a print be mailed so that we might 
be able to complete our invitation as we were willing and able to bid on this 
cover. Mr. Sigman informed me that in order to obtain a print for cover on radar 
set, we would have to contact the Sperry Gyroscope Co., Great Neck, Long Island, 
N. Y. This cover fits the radar set, Sperry Gyroscope part No. 684292. 

I immediately contacted our Washington office and suggested they contact the 
Sperry Gyroscope Co. and endeavor to obtain the print for the cover at a price. 
Since either myself or Mr. Mason were unable to get these prints, I suggested 
that he contact your office since we are located in southern California and that 
you were also a member of the House Small Business. Committee. The report 
of Mr. Mason’s contacts are as follows: 

“He called the Sperry Gyroscope Co. and was referred to Mr. Rosich, who is in 
charge of the files department, to discuss this problem. Mr. Rosich informed us 
that he was unable to furnish the prints but that we might call either Canvas 
Craftsman Co., New York City, or C. R. Daniels, Inc., Daniels City, Md., .tele- 
phone number Ellicott City 1200. We called the Daniels Co., and discussed the 
possibility of obtaining this print with Messrs. Blaha and Carson. Mr. Carson 
informed us that before he could release the print for photostating he would have 
to get permission from the Sperry Gyroscope Co. He promised to call us back 
but never did.” 

All of the above transpired between January 26 and January 28. On Monday, 
January 31, our Washington office again called the Signal Corps Supply Agency 
and discussed the problem with Mr. Friedman, who, we understand, is one of the 
negotiators of this invitation, He informed us that they were unable to get the 
prints from the Sperry Gyroscope Co. and that their office had from time to time 
requested these prints and had been refused. We mentioned to him that if ever 
there was a case of trying to freeze out the small manufacturers, this certainly 
was having its effect. Mr. Friedman informed us that their department had 
endeavored in many instances to get these prints so that they might send out 
invitations for competitive bids. We inquired from him as to whether he ob- 
jected to our discussing this problem with his superiors. He was most cooperative 
and suggested that we talk with Lieutenant Logan, who was then acting chief 
during the absence of Captain Nugent. The lieutenant’s extension is 576. 

We then discussed the same problem with Lieutenant Logan who also informed 
us that they had done everything in their power to get these prints but had 
had no success. He also was most cooperative. 

We then called the sales department of Sperry Gyroscope Co., and discussed 
this problem with Mr. Melia, extension 2236. We were told by Mr. Melia 
that the Signal Corps had no business in sending out invitations to bid and 
that if they had sent out these invitations, it certainly was up to them to furnish 
us with the prints. We informed him that we had discussed this matter with 
Lieutenant Logan, Messrs. Friedman and Sigman, and that they had suggested 
that we contact the Sperry Gyroscope Co. He again informed us that they were 
manufacturing the radar set and also the cover and that the prints had been 
mailed out to the Canvas Craftsman Co. and C. R. Daniels, Inc., for the purpose 
of obtaining bids from them to the Sperry Gyroscope Co., and that these 
companies were obliged to mail their bids to them and in turn the Sperry 











SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 457 


Gyroscope Co. would furnish both the covers and radar set. We insisted that 
since the invitation had been mailed to our company that we be furnished a 
print, but our Mr. Mason was told that he was either facetious or presumptuous. 
We concluded that there was no need of discussing the matter further with any 
of the aforementioned people since it seemed to be a cut and dried big-business 
Oar Wadindten office then called Mr. Curt Anderson of the Small Business 
Administration, Sterling 3-2858, extension 3607, and explained the situation 
to him. Mr. Anderson was most coopérative and within the hour called us 
back and said they had discussed this situation with their man in Philadelphia 
who reported that his information.seemed to be in line with the information 
passed on to our office. 

This letter is being written with the hope that the House Small Business 
Committee will see fit to investigate the practices of the Sperry Gyroscope Co., 
as it is our honest opinion that such practices are not condoned by the purchasing 
department of any Government agency. 

Adjustment of this particular difficulty was followed by another 
unfortunate situation of a like nature involving the same principles. 

Mr. Rooseveur. May I interrupt at this point? : 

Mr. Mutter. Yes, sir. 

Mr. Roosrve.r. Before we pass on to the next instance, I would like 
to say that I upon Mr. Mason’s request called the Sperry Gyroscope 
Co. and got a very similar reply to what has been put into evidence. 

I then called Mr. John Hamlin of the Defense Department, who 
I believe is Assistant to the Secretary of Defense on Small Business 
Matters. 

Mr. Hamlin told me that he just could not understand a situation 
like this, that it was obviously wrong to send invitations and take 
or get the invitation to bid out without also letting them know how 
they could make the bid, and that he would look into it. 

Within about 10 days he called me back saying that the matter 
had been straightened out and the Cadillac Co. had received an 
opportunity to bid, which they did, with the results that have been 
presented. 

I think the only thing that interests me is: Why is it necessary for 
someone to go through the steps of fighting all the way down the line 
and finally have to turn to a member of this committee in order to 
get just plain ordinary justice? I think it needs some explanation. 

Mr. Mutrer. Mr. Roosevelt, this is just one of the many different 
instances of steering business to particular people and excluding those 
who could bid on it. 

This is one of the things, in my opinion, which the Small Business 
Administration could pick up and fight out for small business. For 
each and every complaint that we get, for each one there must be 
thousands that we do not get. There are hundreds of people or even 
thousands, perhaps, who do not even know that they can contact their 
Congressmen. 

There should be no need for any Members of the Congress to go into 
these particular instances. That is one of the reasons why we set up 
SBA and the regional office is at fault, in my opinion. The very day 
- got their notices they should have been gotten on the wire raising 
rel, 

Mr. Roosevertt. Well, in fairness to the Small Business Adminis- 
tration, I think they did all they could. 

I would like to suggest that at some point, not today, but some point, 
that we ask Mr. Hamlin to give us an explanation of how this took 
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ylace and some kind of an assurance that it will not happen again, 
cause otherwise we will not be making much progress, if it can be 
repeated. 

Mr. Mourer. In every region that we have been in, in going through 
the country, we have found that when an instance like this was called 
to our attention and then we called it to the attention of the heads of 
the Department in Washington, we had people calling by telephone 
from the regional offices and they said that they would try to correct it, 
and we had been assured by the Department in Washington that it 
would not happen again, but it has happened repeatedly. 

As I say, it is one of the gimmicks put in there to steer business the 
way that they want it to go. 

Mr. Rresuman. Mr. Chairman, could I make a comment ? 

Mr. Mutter. Yes. 

Mr. Rreniman. I think I would agree with a portion of your state- 
ment, and I hate again to refer to some of my experiences with the 
Defense Department, but I have had some experience, I might say a 
lot of experience—— 

Mr. Mutter. You have had more than most of us. 

Mr. Rreutman. And it isa most difficult job. 

May I again refer to the human element. Now, it is not always an 
act on the part of someone—as my chairman I think would modify 
his statement—of someone always trying to direct business to a certain 
few people, because I have found in our investigations by the Govern- 
ment Operations Committee many instances where these invitations 
for bids have been prepared and sent out with these drawings left out. 

We have had our fights with the Department of Defense, but I might 
point out that it is pretty nearly a human impossibility for the De- 
partment of Defense to monitor in detail all stages of all procure- 
ment office practices and procedures with respect to every single 
procurement. It really is 

Mr. Roosevert. Well, but I would like definite instructions to the 
Signal Corps to see to their responsibility, and it is their responsibility. 

Mr. Rireximan. That is right, Mr. Roosevelt, and I would agree 
with you. 

Mr. Roosevett. And I could point out one other thing because I 
think this is an important thing in the overall picture that we are 
dealing with, and with this one specific case. 

Here is a case where the Sperry Gyroscope Co. does not manufacture 
canvas covers. So what are they allowed to do. It is allowed to go 
out to the subeompany, and they tell them what they should bid so that 
they would be given to the Sperry Gyroscope Co. with a profit to 
them, whereas these two individuals could have done all of that with 
less cost, except that for some reason it would be impossible because of 
friendly relations with the Sperry people, and I do not think that 
Sperry should have been allowed to make that kind of a bid. It is the 
kind of a bid that should go to small business. 

Mr. Rreniman. It had no connection with another contract 

Mr. Rooseve.t. That is right. 

Mr. Rreniman. Wherein the canvas would be used. 

Mr. Mutter. It is a case of where the procurement officer will say, 
“why should it go to this little guy, they will be out of business maybe 
and my boss is going to give me a demerit because I gave them the 
business,” and it is a bad situation. 
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Mr. Roosgvetr. Well, there should be a way to stop it. 

Mr. RreuitmMan. We will have to keep fighting. But I do want to 
ask a question. 

This invitation for bids to procure this canvas, was it not in connec- 
tion with some product that the Sperry Gyroscope Co. was producing, 
a piece of equipment they were producing. 

Mr. Roosrverr. They produced the original piece of equipment. 
This is a replacement item. 

Mr. Rreniman. I see. 

Mr. Roosrvetr. In other words, the original canvas supplied with 
the item had been worn out. 

Mr. Rreniman. And it was sent back to Sperry because they origi- 
nally had the bid ? 

Mr. Roosevetr. That is right, on the replacement order that could 
go to small business. It is not a prime order, if it was a prime crder 
{ would agree 

Mr. Mutrer. Well, you see how easy it would have been in the first 
instance for any small business to bid on these, but, no, it is too hard 
to do for the Government procurement office, and so we have a situa- 
tion where Sperry completes an item which is possibly classified and it 
also supplies the canvas cover which could have been supplied from 
the outside and can’t possibly be classified. 

Mr. Rreniman. I agree, but I merely wish to state—off the record. 

( Discussion off the record.) 

Mr. Mutrer. Back on the record. 

Mr. Mason. Mr. Chairman, if I may, I stand to be corrected and the 
Small Business Administration officials who are here, but I believe 
that I was told by Mr. Curt Anderson that they had a verbal agree- 
ment with all agencies that no bid sets would be sent out unless the 
prints and drawings were available. 

Mr. Mutrer. Not a verbal agreement, they are under specific direc- 
tion to do it. 

Mr. Pierce. Mr. Chairman. 

Mr. Mutrer. Identify yourself for the record. 

Mr. Pierce. Paul H. Pierce, Office of Procurement Assistance, 
Small Business Administration. 

It is not a verbal agreement, sir. We have a written agreement. 

Mr. Mason. I am sorry. 

Mr. Pierce. And it specifies that they will send invitations to low 
bidders plus the necessary prints and specifications, send both. 

So, it is strictly up to them to furnish us the necessary prints and 
drawings. 

Mr. Murer. We some time ago got an agreement from the Defense 
Department that they would issue a directive to every procurement 
office to send with the invitation to bid, drawings and specifications into 
every regional office, to make them available there for inspection by 
any small-business man who could not afford to make a trip to a place 
1,000 miles away. 

Mr. Roosevett. Is that being done ? 

Mr. Pierce. Yes, sir. On items under joint determination. 

Now, in this particular procurement, it is a little bit different from 
the ordinary run of the mill case in that the Government does not 
own the prints and drawings and they were attempting to break 

62408—55 30 
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what might be a sole source of procurement by trying to get sub- 
contractors that had produced this contract for Sperry to bid on this 
procurement themselves. 

Mr. Mutter. Well, you are not trying very hard to break a sole 
source of supply when you did not make sure that prospeetive bidders 
got the drawings and specifications. 

Mr. Pierce. The point is, Sperry actually owned the prints. The 
Government does not own them. ' 

Mr. Roosevett. Wait a minute, that is not true.. When the Govern- 
ment accepted that preduct, they accepted that with it, and the Signal 
Corps and the Defense Department told me they had on hand a copy 
of each of these prints and specifications, so the Government had 
them. 

Mr. Mutter. They must belong to the Government. 

Mr. Prerce. Perhaps if we could go into that a little further, we 
might find that while they did have a copy of the prints and specs, 
they did not have title to them. 

Mr. Roosevett. You mean to tell me that when the Government pays 
for it, buys it, that it does not have it ? 

Mr. Prerce. Under most conditions that is correct if the development 
is done with Government funds. 

Mr. Mutter. On an item that cannot be classified, such as canvas 
covers, that the Government could not own those specifications and 
drawings is beyond my comprehension. 

Mr. Prerce. I think it is very possible, but apparently they had not 
taken this preeaution in the original contract. 

Mr. Roosrvett. And that is negligence on the part of the Govern- 
ment procurement office. 

Mr. Mutter. Well, will you proceed ? 

Mr. Mason. Returning to my statement— 

Adjustment of this partibelite difficulty was followed by another 
unfortunate situation of a like nature involving the same principals— 
the Signal Corps and the Cadillac Canvas Co. The details of this 
situation are disclosed in the following letter: 

FEBRUARY 17, 1955. 
Hon. JAMES ROOSEVELT, 


House of Representatives, 
Washington, D. C. 


DeAR Mr. Roosevett: On February 4 we wrote to you regarding our inability 
to secure a print from the Signal Corps on an invitation that was mailed to us 
for covers on a radar set. 

We are now faced with the same problem with the Signal Corps. The fol- 
lowing are the details: 

Our company received invitation to bid, SC-36—039-55-1145-58, Signal Corps 
Supply Agency, 225 South 18th Street, Philadelphia, Pa., to be opened on Febru- 
ary 7 for 570 covers. The only data available was description. We mailed in our 
bid and informed our Washington office. Our Washington office called the 
Signal Corps on February 14, The report from our Washington office is as 
follows: 

Mr. Mason called the Signal Corps to inquire as to our company’s position on 
the bid. Mr. Sigman, the negotiator, informed Mr. Mason that four telegrams 
had been sent to the four lowest bidders, our company being 1 of the 4. The 
telegram was sent to determine whether the bids were submitted on description 
or drawings. Since there were no drawings available, we had to bid on 
description. 

Mr. Mason called us relating the conversation he had with Mr. Sigman. .We 
informed him that we had answered the wire stating we had bid on description 
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only. Mr. Mason called Mr. Sigman again whe said that any company bidding 
on description would not be accepted. Mr. Mason then requested the drawings, 
but was told that they were not available. Mr. Mason then talked with Captain 
Nugent, who is the officer in charge of the department, and the explanation given 
was that the Webb Manufacturing Co., who had furnished the first delivery of 
the said cover, would not release the drawings since they had spent a lot of money 
in research and development. 


I might say here, because I do not have it in this statement, that 
again we contacted Mr. Curt Anderson, who immediately got busy on 
the subject and, of course, the same answer was given. 

Mr. Mutrer. Has there been an award on that contract ? 

Mr. Mason. Yes, sir; there has been. We were not given it, since 
we had bid on description only. 

Mr. Murer. To whom was the award made? 

Mr. Mason. Tothe Webb Manufacturing Co. 


We do not wish to contradict the captain’s statement, we do however, believe 
that when an agency mails invitations to bid the drawings should be made avail- 
able. Whenever we receive an invitation and make a careful study to deter- 
mine if we are qualified to manufacture the item, we immediately have our staff 
get quotations on materials. The cost to our company to complete an invitation 
to bid is about $35. 

Since this is the second incident in less than a month with the same agency, 
we certainly feel that the House Small Business Committee will endeavor to 
investigate the objectives of the Signal Corps Supply Agency in their pointless 
invitation to companies to bid without drawings, the latter required to qualify 
your bid, but held by one company alone. 


It is not the intention of the Cadillac Canvas Co. to accuse the 
Signal Corps or any Government agency of collusion or wrongdoing. 


We do feel, however, that whenever an invitation to bid is sent out, 
all pertinent data relating to the item or items on which bids are so- 


licited should be included. Not to do so causes nothing but confusion, 
frustration, and soumeon: It is also a costly omission to both Gov- 
l 


ernment and the small-business man or manufacturer. 

I, the Cadillac Canvas Co., and other companies I represent, fully 
realize the magnitude of the problems confronting the Procurement 
and Technical Division of the Small Business Administration, and 
this testimony should not, in any way, be construed as a reflection on 
their operations. 

I have been instructed by the companies I represent to extend their 
appreciation for the services that have been rendered. 

I thank you. 

Mr. Mutrer. Mr. Mason, what is the date of delivery of that last 
contract, the 570 covers; do you know ? 

Mr. Mason. For the 570 covers, I can get that information for you 
and telephone it.in. 

Mr. Mutter. Is it approximately 30 days or 60 days or what? 

Mr. Mason. I think 60 days. The award, as I understand it in 
discussion with them the other day, the award has not been granted 

et. 
: Mr. Muurer. It has not been made? 

Mr. Mason. That is, not yet 

Mr. Mutter. Well, I don’t know whether the members of the com- 
mittee will agree w ith me or not, but if not, I will do this on my own. 
I will either do it on my own or if the committee agrees, I will ask 
Mr. Maness, our counsel to prepare a letter to be signed by me as 
chairman of this subcommittee insisting that this award be canceled 
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and an invitation to bid be sent out in proper form with proper 
drawings. 

Mr. Rreneman. Oh, Mr. Chairman, I would like to agree with you, 
but I would like a little bit more time to get information on it before 
I would conclude that this subcommittee should recommend unani- 
mously the cancellation of the contract. 

Mr. Mason. Mr. Chairman, if I may, I think that the proof of the 
pudding is the fact that the invitations were sent to four lon bidders. 
The Webb Co. was not included with the four low bidders. 

We have proven through the good offices of Mr. Roosevelt, that we 
would have saved the Government on these covers a matter of about 
$75 per cover—and, as the chairman so well said a moment ago, this 
is one company and there are thousands like us. 

Mr. Murer. Mr. Riehlman, will you go along with the request on 
my suggestion that Mr. Maness on behalf of the committee also send 
an inquiry by telephone and have them confirm it in writing to the 
Department of Defense and the Signal Corps for complete explana- 
tion of this? 

Mr. Rrecuman. That I will go along with. 

Mr. Roosrve.tr. You might ask them to hold up further action until 
the time we have more information. 

Mr. Rrenitman. Well, I think there will not be any action taken if 
this letter goes in. I have to request suspension of all further action. 
I think the letter requesting a full explanation would be better. 

Mr. Mutter. Well, I do not hesitate to state my opinion publicly 
in this instance without asking for any explanation from the Depart- 
ment. I see too much of this. 

In my opinion, this is a deliberately rigged bid and I intend to say 
so in so many words to the Department of Defense. 

That is strong language, I know, but I am saying that from my 
experience as a Member of Congress and as a member of this com- 
mittee. 

Mr. Mason. May I add one thing? 

Mr. Mutrer. Yes. 

Mr. Mason. With respect to the Sperry Gyroscope Co. ? 

Mr. Mutter. Yes. 

Mr. Mason. Before coming up here the other day, I contacted Mr. 
Perlman and the question I put to him—TI think I have it here with 
me— 

Mr. Mutter. Who is Mr. Perlman ? 

Mr. Mason. Mr. Perlman was negotiator of the contract with the 
Sperry Gyroscope Co., the Signal Corps—— 

Mr. Mutter. He is the Signal Corps representative ? 

Mr. Mason. Yes, sir. 

My question put to him was, “When is the award going to be made?” 

I have it somewhere. The answer was: “We are now in the throes 
of evaluation. We don’t know whether we have enough money.” 

Now I have not conveyed that to my company out there. I repre- 
sent many small companies and the reason for it is exactly this, my 
fees are nominal and 








Mr. Rrencman. If I might interrupt, it might be well for us if Mr. 
Mason would furnish the committee a list of the companies that he 
represents and a little bit more background, if he will give it to the 
committee. 
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Mr. Mason. I would be happy to do that. 

Mr. Mutter. A biographical sketch. 

Mr. Rreutman. And the companies he represents. 

Mr. Rooseve.tt. Mr. Chairman, may I be excused ¢ 

Mr. Muurer. Yes. 

You may mail that in to Mr. Maness, counsel of the subcommittee. 

Mr. Mason. I should be glad to do that ; very happy to submit it to 
the committee for their files. 

Mr. Murer. Thank you, Mr. Mason. 

Mr. Perlmutter, will you come forward? I am sorry we had to 
keep you waiting. 

Congressman Rhodes, of Pennsylvania, was in here this morning but 
he could not wait for you, Mr. Perlmutter, to testify. 

We will make as a part of this record the Congressman’s letter of 
March 8, 1955, addressed to the committee. 

(The letter referred to is as follows:) 

HowuseE oF REPRESENTATIVES, 
Washington, D. C., March 8, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, 
Government Procurement, Disposal, and Loan Activities, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN : I would like to take the liberty of calling to your attention 
the problem of one of my constituents, I. Perlmutter, president, Dick Bros., Inc., 
Reading, Pa. This company is desirous of increasing their production capacity 


and is in receipt of a certificate of necessity from the Office of Defense Mobiliza- 
tion. 


A loan for $150,000, to be secured by $250,000 worth of new equipment, was 
applied for through the Small Business Administration. The loan was turned 
down on the grounds of inadequate security. However, the local bank extends 
to this company a line of credit in the amount of $125,000 and have indicated their 
willingness to increase it in the future to $250,000 for increased volume. 

The Commercial Credit Corp. approved the loan but the company is desirous 
of obtaining a small-business loan because of the 5 extra years in which to 
make repayment. 

Two years ago the Small Defense Plants Administration approved a loan, for 
the same purpose, for $360,000, which was not used because of jurisdictional 
labor difficulties. This situation no longer exists. 

I feel that this case is an excellent example of one of the problems being faced 
by small companies in need of long-term assistance. I have in my file copies 
of correspondence between the company and the Administration in which the 
position of each is stated. I will be glad to forward them to you if any additional 
details are desired. 

Sincerely yours, 


Georce M. RHODES. 


STATEMENT OF ISADOR PERLMUTTER, PRESIDENT AND GENERAL 
MANAGER, DICK BROS., INC., READING, PA. 


Mr. Mourer. State your full name for the record. 

Mr. Pertmutter. I am Isador Perlmutter. I am president and 
general manager of Dick Bros., Inc., Reading, Pa. 

I am here at the suggestion of the chamber of commerce and man- 
ufacturers’ association of our community, who asked me to offer tes- 
timony to this committee based upon the experiences that we have 
recently gone through with the SBA. It is my opinion 

Mr. Rrenuman. Mr. Chairman, could we get it clear on the record— 
you are representing the chamber of commerce? 

Mr. Peritmutter. I represent Dick Bros., Inc. 
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Mr. Rreniman. I see, but I thought you said—— 

Mr. Pertmutrer. My own company. 

Mr. Rienitman. I thought you said you were representing the cham- 
ber of commerce. 

Mr. Pertmutrer. No; I am here at the suggestion of the chamber 
of commerce. 

Mr, Rrenuman. I see. 

Mr. Pertmutrer. And the manufacturers’ association. 

Mr. Rieutman. That is what I wanted clear. 

Mr. Perutmurrer. As well as being here on behalf of and in the 
interest of my own company. 

Mr. Muvrer. I might say that I have known Mr. Perlmutter for 
along time. We out in Brooklyn were very sorry to lose him to Con- 
gressman Rhodes’ district.. He has been a very respected member 
of my community for many years and I am sure he is looked upon 
in the same way in his newly adopted community. 

Mr. Pertmurrer. Thank you very much. 

To begin with, I believe there might be something wrong in the 
procedures or regulations of the SBA or perhaps in the method in 
which personnel are trying to administer this: department. 

On the one hand, they give you an opportunity, they offer you 
assistance as a small-business man and at the same time they are try- 
ing to take away the very means by which a small-business man might 
be able to make use of the assistance. 

I came to Reading in 1950 and purchased all of the stock of Dick 
Bros., a corporation that was in existence since 1896 and which was 
engaged in the manufacture of castings consisting of brass, aluminum, 
and gray. iron. ty 

During all the years of its existence Dick Bros. had established a 
record of continuous and profitable operations, excepting that after 
the death of the former owners, the estate turned over this business 
to several of their old employees who had no money, and this com- 
pany was on the way out, because they had antiquated methods of 
operation, ‘machinery, and equipment, as well as the personnel who, 
having been there for many years, hadn’t seen another plant and 
did not keep.up with modern methods of production. 

I was invited by the lecal bank and the chamber of commerce and 
I was also encouraged to come in and modernize and equip the plant; 
they said they would give us all the assistance necessary, because they 
wanted to save that industry for the community, in which community 
there has been much unemployment. 

Many factories had gone out of business there because of the same 
reasons that Dick Bros. was about to; being unable to continue if 
something wasn’t done about it. 

Immediately after the-acquisition of this company, with the assur- 
anee of this assistance, we started our modernization program and 
planned to spend $1 million for the purpose of mechanizing the plant 
and -placing it in a competitive position so that it can take its place in 
manufacturing essential items for civilian needs, such as plumbers 
brass goods as well as the items necessary for defense in our national 
emergency. 

Simultaneously with this, we filed an application with the National 
Production Administration and after investigation by their experts, 
such as their finance experts, as well as the production experts, 
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were were certified and were granted 2 separate certificates of neces- 
sity, 1 PANC-855 and the other 1 followed with an additional 
amount when we found additional expenditures were required, the 
number of which will be given in this letter (exhibit E). 

We proposed to modernize our plant, our foundries, and had put 
up a new building, and in the year 1952, high officials of the Govern- 
ment came up to-the city to honor us and to inaugurate these facilities. 

Now, in the first stage of its completion, we were confronted with 
some labor troubles. Because, you see, our old employees were aware 
of the possibility that- machinery might replace them and therefore 
they will lose their jobs, and for some reason the union did not investi- 
gate this matter thoroughly, because it was our plan to increase the 
number of employees from 250 to 500. Our plant had a production 
capacity of an average $1,500,000 output, which was excellent, during 
even the war years for the Government item, and so this program put 
our plant in a position ‘where it is good for as much as $10 million 
worth annually in production for any and all items. 

Because of this situation, I made these facts known to leaders of 
our community as well as to our friends in Washington, and former 
Vice President Barkley was kind enough to come to our city, he was, 
he helped to inaugurate the new plant which was just completed and 
he asked me to write the union officials and other leaders of our com- 
munity that he would bring down members of the Smaller Defense 
Plants Administration and other officials who would assure the people 
of our community, not only those big fellows, by telling them what 
the Small Defense Plant Administration was to do; that it was in 
existence to help out’ and render help to all plants in our community. 
They were to tell our city that and her were going to make ways and 
means to get for them a portion of the contracts that were given out. 

And in May of that year we were honored with this visit. The 
whole city of Reading declared a holiday, and the mayor of the city, 
as well as the Governor, participated in this celebration because it 
was not only for Dick Bros: alone, but’ Dick Bros. was being used as 
a typical small business plant for which the Government had an- 
nounced its purpose to give a little assistance and so it was also to 
inform the other plants, who were so sorely in need of help to main- 
tain employment, that from now on they will be given the assistance 
that they are entitled to. 

As a matter of fact, we were honored with the presence of Mr. 
John Horne and at the dinner given in honor of the guest, he an- 
nounced that a committee would be sent by the Small Business Ad- 
ministration in Philadelphia to visit our city once a week at the 
chamber of commerce offices and they will advise all of these smaller 
defense plants to come in and learn how they could get assistance. 

Thereafter we filed an application with the RFC for some $360,000 
additional that we needed in order to complete our expansion program. 
At that time there was more than $700,000 of my own money, my own 
investment, my own and members of my family, as well as a portion 
that was granted us by the Internal Revenue Department to be used 
from our pension fund for the purpose of this expansion. 

And after this application had been processed with the help of the 
Small Defense Plants Administration, we were informed that it had 
been approved, on condition that we pledge all of our machinery and 
equipment we then had, in addition to the new equipment that will be 
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be bought—at that time the book value of our machinery was more 
than $1 million—and in addition they required the personal endorse- 
ment of myself and Mrs. Perlmutter, though she was not active in the 
business but had stock in the company. 

I informed the RFC officials that this, in my opinion, was handing 
you something with your right hand and putting you in a straitpacket 
and taking away those benefits with your left hand, and I pointed out 
to them that our company, in order to be able to expand and to in- 
crease its production, will require in addition to its present capital, the 
assistance of quick and short-term loans in order to finance accounts 
receivable and also finance inventories, because it takes at least be- 
tween 30 and 60 days to process any item when it is placed in inven- 
tory, until it is machined, polished, assembled, and delivered. For 
that credit is available from the bank and our creditors and this 
was because of the high ratings we had obtained and maintained in 
Bradstreet. That, if we should pledge all of the facilities and machin- 
ery as well as endorse away the value, in addition to pledging the new 
equipment, then we would lose the credit rating in Bradstreet and 
we will not be able to get the benefit of short-term loans from our local 
bank for financing accounts receivable and for inventories which are 
needed. 

Although we were invited to come to Washington to explore the 
possibility that I might possibly get there a modification of the terms, 
in the meantime because of the long delay which was hampering us 
in our ability to proceed with this expansion program, our employees 
had become impatient and our union’s officials, too, and as a conse- 
quence we were confronted with all kilds of wildcat strikes and all 
kinds of strikes which hampered us from proceeding. This disturbed 
our employees’ relationship so that it took us all of the year 1953 and 
a portion of the year 1954 before we were able to get these things 
cleared up, and then that was only because of the help of Congressman 
Rhodes and Senator Martin and Senator Duff, who came to our assist- 
ance and asked the National Labor Relations Board to intervene in 
order to bring about a peace and harmony between employees and the 
company. They undertook to convince the union as well as the em- 
ployees that we had no intentions of further reducing our labor and 
that financial assistance will come to the company and enable it to 
finish its expansion program, and in that way it would be able to secure 
the jobs for the employees as well as to assure the existence of our com- 
pany which is so sorely needed in our town. 

Because of this encouragement and because the United Steel 
Workers of America made a new contract and modified the agreement 
and extended it until September 1, 1956, which contract had the sup- 
port of the National Labor Relations Board, which issued and rendered 
a decision in favor of the CIO United Steel Workers of America, 
thereby depriving the rival unions of the right to interfere in our 
effort of expansion and continued production—we contacted our 
friends here in Washington and were informed that now there is a 
Small Business Administration who can make loans up to $150,000, 
and we could avail ourselves of the facilities in order to get such 
assistance. 

And because of this encouragement we proceeded to restore produc- 
tion in our plant and assured our employees, and I made a trip to the 
Philadelphia office to discuss the question of this loan. 
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At that office, I was received very favorably and friendly because 
some of the gentlemen in that office happened to be in our town and 
knew about our plant and they had been present at the time when 
the Vice President of the United States was in our city and so they 
assured me after discussion that we deserved a loan and that the Small 
Business Administration will make this money available to us. 

In the discussion, they asked for security, and again the very same 
gentleman who is now chief finance man in that office today, who 
processed our application for the RFC, recommended we file a letter 
stating that the RFC has approved the loan and he directed me and 
he helped me to send out the transmittal letter. 

And then when we discussed the question of security, I again 
reminded Mr. Roach and Mr. Harmon, who was regional director 
and who is well known—formerly he was vice president of the Baldwin 
Locomotive Works, and he was in our plant prior to that—and there 
was Mr. Ballard, the formal regional director of that office, all of 
these gentlemen, and they were demonstrating a most harmonious 
and friendly reception and they assured me there is no question that 
the minute I filed this application, and particularly on the basis that 
we offered to give security of 25 percent above the amount that is 
going to be expended for these facilities, that the application would 

» processed for the rule is that they cannot delay it, as did the RFC, 
for over 6 months. The RFC had it that long before we got the basis 
on which we could get a loan. 

We filed the application on October 25 and we received a letter the 
following day asking for more details, copies of which is 

Mr. Murer. What year? 

Mr. Perimutrer. 1954. So, I sent it the additional information 
that Mr. Roach requested and the matter was pending for several 
weeks and finally, I kept on calling the office, and then Mr. Dillard 
told me that I had been by him assigned a field examiner to come 
into our city. 

Mr. Mutrer. What was the amount of that application? 

Mr. Perumutrer. $150,000. We offered to give $200,000 of new 
equipment that will be purchased as security, plus the note of the 
company and the company filed a financial statement showing a net 
worth of $1,165,000. 

Mr. Mutter. In other words, the company was going to put in 
$50,000 of its own money toward the purchase of this equipment plus 
$150,000 from the loan ? 

Mr. Pertmutrer. An additional $50,000, it was not to be used from 
the present capital of the company. I agreed that I would invest it 
and make it available. 

Mr. Murer. And that was $50,000 of new money ¢ 

Mr. Pertmutrer. That is right, and so the formula for arriving 
at the security was based upon the same credit and for the same 
purpose that we negotiated with Commercial Credit Corp. of Balti- 
more and the CIT corporation, who offered to finance us on the same 
basis, to give us up to 75 percent of the cost of the new equipment, 
and as a matter of fact they had given us an amount of over $20,000- 
well, $25,000 on that basis to be correct—and so they were ready to 
give up to a quarter million dollars to help us to complete the expan- 
sion program. 





468 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


But, we were worried about taking the terms because, first, of the 
interest cost, and while it is only 414 percent, because we paid it in 
advance it cost more than 8 percent and, second, the time of the pay- 
ment was 36 months and that was not good security for us, in the event 
of adverse conditions in the business and if we had a slowdown—— 

Mr. Mutter. How long a term ‘a loan did you want from SBA? 

Mr. Pertmutrer. We understand that they can give us a term of 
10 years, but we only asked for 8 years. 

And then when the field examiner came to Reading and he discussed 
our credit position with the bank—as.a matter of fact, when he re- 
turned he complimented me on the high credit position which we 
had and he informed me on the Dun & Bradstreet report which they 
had discussed in the office, and which also includes the history of 
myself as a businessman for the past, 35 years, in which I had so been 
engaged in various business enterprises, and which includes that: we 
were the second largest cosmetic manufacturing concern in New York 
in those days, as well as the development in Long Island, an entire 
city was promoted and developed by me, which it was the establish- 
ment of that by our good friend Dr. Weinberg, that you know, and 
many other business enterprises. 

And the Dun & Bradstreet report shows that we have always met 
our obligations on time, discounted our bills, and I was -never -asso- 
ciated with any defaulting organization or any company that could 
not pay its bills. 

Furthermore, it could be very easily seen that in spite of all of the 
troubles that we had gone through for the past several years for the 
reasons explained, our company has maintained such a position that 
no other company can show better than we could, carrying liquid 
assets of more than 2 to 1 at all times. In spite of the adverse condi- 
tions during the time when we had the strikes, we have been able to 
pay our banks on time and we have always discounted our bills, and 
the credits available to us run to more than half a million, between the 
amount of credit assistance from several suppliers and the local bank. 
Our local bank could not give us this money even though they wanted 
to, because their charter limits the amount of money that they could 
give to any one company and also they could not do so on long terms. 

The record shows that on a short-term basis our own local bank 
during 1951 made available to us more than $600,000 which was used 
for the purpose of this expansion program and all of that money has 
been paid back on a short-term basis. 

And so all of this information was made available to the gentleman 
in the Philadelphia office and more particularly to the field examiner. 

Now, how can anyone expect to be able to defend himself in the 
event of adverse conditions, when he is informed by all of these gentle- 
men that our application will be approved and recommended and that 
we have nothing to worry about—but instead, that application was 
held back for a long time in that office, so I asked them to let me know 
when they would send their papers to Washington, so that I would 
have the opportunity to appear before the Administrator there and 
discuss any questions with him in order not to delay further. 

After New Years, I was told the application was sent on the day 
before Christmas, and 2 days later, after I was so informed, I received 
a letter from the Administrator informing us that our application 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 469 


has been denied because of insufficient security and not sufficient 
evidence of our ability to repay. 

Mr. Muurer. Were you told when they advised you that they had 
sent it down to Washington whether or not the regional office recom- 
mended the loan ? ; 

Mr. Pertmurrer. The field examiner said that he made his recom- 
mendation, but he did not tell me at the last conversation what it, was. 
I expected he would, because of his statement when he was in Reading 
that he was going to recommend it. 

Mr. Mutrer. Did the regional office indicate to you whether they 
had recommended it? 

Mr. Pertmutter. They told me they had sent it without recom- 
mendation—and, by the way, I want to point.out this more important 
fact: At the time when the field examiner was in Reading and ques- 
tioning whether we would be willing to pledge all of our machinery 
in addition to the new equipment, similar to what the RFC had re- 
quested, and also questioned whether we would be willing to give 
our personal endorsement, I told him the reason why we cannot do 
so, and thereupon we negotiated and we had agreed to give the SBA 
an additional $50,000 security by additional $50,000 investment to be 
made by me; in other words, $250,000 worth of new equipment which 
was pledged for $150,000 loan. 

We went through the question of our ability to pay with the pro- 
duction gentleman who was in Philadelphia—Mr. MeNefin, I assume, 
is the man—he had been in our plant and we pointed out to him it 
was only a few machines that we were about to buy, which they were 
capable to produce stems and handles, and so on, that we are now 
forced to buy on the outside and to buy at a higher price, at a high 
cost of delivery —— 

Mr. Moutrer. If I may interrupt, were these machines standard 
es ce they be used by 7 company doing that same kind 
of work or were they especially built 

Mr. Pertmutrer. Especially built to do this work and defense work, 
the very same equipment approved by the experts of the National 
Production Authority, the very same thing as on the unused certificate 
of necessity that was issued for the purpose. 

Mr. Mutter. Could it have been aoe by other companies to do the 
same kind of work you were doing? 

Mr. Pertmutrer. Yes, sir; with very little changes; of course, there 
would be some difference in tooling, but the basic machinery, the 
automatic spindle, the screw machine, the tapping and reaming 
machinery—— 

Mr. Muurer. When you are talking about a change of tooling, you 
mean depending on the type of work done; that for another type of 
work there might have to be another chuck or bit made to go into 
the machine for that work ? 

Mr. Pertmutrer. That is correct. 

. Muurer. For the particular kind of work you were doing. 
. Pertmortrer. That is right. 
. Motrer. But the overall machinery—— 
’ . Standard equipment. 
. Mutrer. Standard equipment, which would take any kind of 
a or drill needed for the particular specification of the work being 
one 
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Mr. Pertmurrer. That is right. 

Now, after offering the $250,000, there could not be any question 
in anyone’s mind that the loan had no basis of security, and there 
could be no question in anyone’s mind of the company’s ability to pay, 
not only because of the long-term record of the company of paying 
obligations and maintaining a good credit position, but also it must 
be noted that in 1950, when I took over Dick Bros., Dick Bros. was 
with a rate of C-plus in Bradstreet, and today Bra dstreet gives it an 
A-plus rating. 

In addition, there was the fact that during the negotiations of the 
union, our employees have been made stockholders, and the present 
contract with the CIO provides that they will negotiate only terms and 
provisions for improving the salary and raises of them out of the 
profits of the company, which is very rare and may be the only con- 
tract of its kind in the United States, because the Steel CIO Workers 
have demonstrated that they would be behind Dick Bros. to help the 
expansion program and make it possible to have 500 employees work 
there in addition to the 250 who Lint depended on that plant, having 
no other job there that they could get. 

Now, all of these accomplishments which have been made were 
available and were explained not only to the gentleman who processed 
it but the new fellow who came there—he had been trying to do busi- 
ness with Dick Bros. before—prior to the time that he held the posi- 
tion in the Government today. 

And so, we were very much dismayed and we couldn’t understand 
it when we got that letter from the Administrator, without having 
any basis for it—and so we wrote a letter to the Congressman 

Mr. Muurer. Congressman Rhodes? 

Mr. Pertmutrer. Yes; and wrote a similar letter to the Senator. 
Both of those gentlemen have made inquiry of the Administrator and 
each gentleman received a letter from the Administrator, a copy of 
which is here. This is the first letter. 

Mr. Murer. Letter dated January 13, 1955, on the letterhead of 
the Small Business Administration, signed “Wendell B. Barnes,” and 
addressed to Congressman George M. Rhodes, will be made a part of 
the record. 

In substance it merely says that they have used their best judg- 
ment in passing on the loan and that the collateral offered was inade- 
quate to secure the desired loan and— 








the record failed to furnish reasonable assurance of the proposed borrower's 
ability to repay the requested credit from the earnings of its business. 


(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
Howse or REPRESENTATIVES, 


Washington, D. C., January 14, 1955. 
Mr. I. PERLMUTTER, 


President, Dick Bros., Inc., 
Reading, Pa, 

DEAR MR. PERLMUTTER: I have just received the enclosed reply from the Small 
Business Administration about your loan. 

I would now suggest that you write very much the same letter to me as you 
did to Mr. Frank Barry, I particularly want it addressed to me in order that 
I can send it to the Administrator of Small Business. <A carbon copy would also 
be appreciated. 

Sincerely yours, 


GEORGE M. RHODES. 
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SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., January 13, 1955. 
Hon. Greorce M. RHopEs, 


House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Ruopes: This will acknowledge receipt of your letter of 
January 7, 1955, making inquiry with respect to the loan application of Dick 
Bros., Inc., of Reading, Pa., which was declined by this administration on 
December 30, 1954. 

As you know, the Small Business Act of 1953 provided that all loans made 
by this administration should be of such sound value or so secured as reasonably 
to assure repayment thereof. In this case, the collateral offered by the applicant 
was inadequate to secure the desired loan and the record failed to furnish rea- 
sonable assurance of the proposed borrower's ability to repay the requested 
credit from the earnings of its business. Accordingly, it was our considered 
opinion that we did not have authority, under the law, to make the loan. 

Please rest assured that we gave this application our most fair and careful 
consideration and greatly regretted our inability to be of assistance to your 
constituents. We appreciated receiving your expression of interest in this case 
and hope that you will continue to permit us to keep you advised of our programs 
and activities. 

Sincerely yours, 
WENDELL B. BARNEs, 
Administrator. 


Mr. Pertmutrer. Then we sent a letter to the Honorable Congress- 
man Rhodes; we tried to give some of the facts which are part of the 
testimony I have given here this morning. 

Mr. Mutter. Mr. Perlmuter, your letter of January 20, 1955, to 
Congressman Rhodes contains the facts as you have outlined them to 
us here ? 

Mr. Pertmutrer. Yes, sir. 

Mr. Mutter. There is no need to put this in the record. If you 


want it, we will, but it is repetitious of what = said. Let us try to 
) 


save the record and keep it down to a reasonable size. 


Mr. Pertmutrer. All right. 

Here is a similar letter sent to Senator Martin, and each received the 
same reply. 

Mr. Mutter. This is dated February 14, 1955, over the signature of 
Wendell B. Barnes, addressed to Senator Martin, similar to the letter 
addressed to Congressman Rhodes. 

This letter elaborates upon the matters entering into the judgment or 
determination of the Small Business Administration. 

We will make the letter to Congressman Rhodes a part of the record. 

(The letter referred to is as follows:) 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., January 28, 1955. 
Hon. Georce M. RHODES, 
House of Representatives, Washington, D. C. 


Dear CONGRESSMAN Ruopes: This will acknowledge receipt of your letter of 
January 21, 1955, enclosing a communication received by you from Mr. Isidor 
Perlmutter, president of Dick Bros., Inc., of Reading, Pa., relative to the 
loan application of said concern, which was declined by this Administration, for 
several reasons, on December 30, 1954. 

Pursuant to your request, we have given very careful consideration to the 
allegations made in Mr. Perlmutter’s letter. It is noted that he has questioned 
our determination with respect to the liquidating or forced sale value of the 
collateral offered to secure the desired loan. The record in this case shows 
that, although the applicant possessed machinery and equipment having a net 
book value of $768,519, it proffered, as collateral for the SBA loan, only new 
facilities which were to be acquired with the loan proceeds, and refused to 
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pledge any additional assets. Our financial specialist very carefully considered 
the value ofthe property offered and came to the conclusion that the liquidating 
value which could be assigned to the machinery and equipment to be purchased 
would not reasonably assure repayment of the requested loan. Furthermore, 
neither Mr. nor Mrs. Perlmutter were willing to guarantee the desired credit. 

In addition to the foregoing, it is noted that Mr. Perlmutter has cited the ap- 
proval of a loan of $360,000 from the Reconstruction Finance Corporation to 
Dick Bros., Inc., which was recommended by our predecessor, the Small Defense 
Plants Administration. Of course, that credit was not used. Furthermore, the 
record in that case shows that such loan was to be secured by a first mortgage 
covering all machinery and equipment then owned by the borrower and having 
a book value of $550,426, together with all new facilities to be acquired by the 
borrower and a mortgage on all of borrower’s land and buildings situated. at 
Third and Buttonwood Streets, in Reading. Additionally, both Mr. and Mrs. 
Perlmutter were to guarantee the loan, with her guaranty being limited to the 
amount of $120,000, secured by a pledge, with voting rights, of all of the capital 
stock of borrower issued to and held by each of said persons. . Accordingly, it is 
obvious that the previous loan would have -been. adequately secured, as con- 
trasted to the credit now being sought. ; ; 

With respect to Mr. Perlmutter’s allegations. relative to the ability of Dick 
Brothers to repay the desired loan from the earnings of its business, please be 
advised that the applicant’s past record of operations showed a loss of $209,000 
in 1952, and a profit of only $6,200 in 1953, based upon a report prepared by an 
accountant.. Mr. Perlmutter indicated to our representatives that a small loss 
was incurred in the first 9 months of 1954. Obviously, those figures did not fur- 
nish that reasonable assurance of repayment which is required by the law. 

In view of all of the foregoing, it was’our considered opinion that we did not 
have authority, under the law, to-make the desired loan. You may assure Mr. 
Perlmutter that the report of our Philadelphia regional office was complete and 
detailed and that I do not believe that we overlooked any material factors in 
arriving at our decision. I not only had the benefit of our field report, but also 
had this application reviewed by several well-qualified and able credit men in 
this office. I am very sorry that we did not feel that we could: appreve this 
loan. 

Sincerely yours, 
WENDELL B. Barnes, Administrator. 


Mr. Mutter. Also the letter to Senator Martin will be made a part 
of the record. 
(The letter referred to is as follows :) 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., February 14, 1955. 
Hon. EpwArp MARTIN, 
United States Senate, Washington 25, D. C. 


Dear SENATOR MARTIN: This will acknowledge receipt of your letter of Febru- 
ary 7, 1955, enclosing a communication received by you from Mr. Isadore Perl- 
mutter, president of Dick Bros., Inc., of Reading, Pa., relative to the loan applica- 
tion of said concern, which was declined by this Administration, for se\ eral 
reasons, on December 30, 1954. 

Pursuant to your request, we have given very careful consideration to the 
allegations made in Mr. Perlmutter’s letter. It is noted that he has questioned 
our determination with respect to the liquidating or forced sale value of the 
collateral offered to secure the desired loan. The record in this case shows 
that, although the applicant possessed machinery and equipment having a net 
book value of $768,519, it proffered, as collateral for the SBA loan, only new 
facilities which were to be acquired with the loan proceeds, and refused to pledge 
any additional assets. Our financial specialist very carefully considered the 
value of the property offered and came to, the conclusion that the liquidating 
value which could be assigned to the machinery and equipment to be purchased 
would not reasonably assure repayment of the requested loan. Furthermore, 
neither Mr. nor Mrs. Perlmutter were willing to guarantee the desired credit. 

In addition to the foregoing, it is noted that Mr. Perlmutter has cited the ap- 
proval of a loan of $360,000 from the Reconstruction Finance Corporation to Dick 
Bros., Inc., which was recommended by our predecessor, the Small Defense 
Plants Administration. Of course, that credit was not used. Furthermore, the 
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record in that case shows that such loan was to be secured by a first mortgage 
covering all machinery and equipment then owned by the borrower and having a 
book value ef $550,426, together with all new facilities to be acquired by the 
borrower and a mortgage on all of borrower’s land and buildings situated at 
Third and Buttonwood Streets in Reading. Additionally, both Mr. aud Mrs. 
Perlmutter were to guarantee the loan, with her guaranty being limited to the 
amount of $120,000, secured by a pledge, with voting rights, of all of the capital 
stock of borrower issued to and held by each of said persons. Accordingly, it is 
obvious that the previous loan would have been adequately secured, as con- 
trasted to the credit now being sought. 

With respect to Mr. Perlmutter’s allegations relative to the ability of Dick 
Bros. to repay the desired loan from the earnings of its business, please be 
advised that the applicant’s past record of operations showed a loss of $209,000 
in 1952, and a profit of only $6,200 in 1953, based upon a report prepared by an 
accountant, Mr. Perlmutter indicated to our representatives that a small loss 
was incurred in the first 9 months of 1954. Obviously, those figures did not fur- 
nish that reaSonable assurance of repayment which is required by the law. 

In view of all of the foregoing, it was our considered.opinion that we did not 
have authority, under the law, to make the desired loan. You may assure Mr. 
Perlmutter that the report of our Philadelphia regional office was complete and 
detailed and that I do not believe that we overlooked any material factors in 
arriving at our decision. I not only had the benefit of our field report, but also 
had this application reviewed by several well qualified and able credit men in 
this office. I am very sorry that we did not feel that we could approve this 
loan. 

The enclosure which accompanied your letter is returned herewith. 

Sincerely yours, 


WENDELL B. Bagnes, Administrator. 
Mr. Mutrer. Mr. Perlmutter, were you asked to personally guar- 
antee the loan? 
Mr. Perumurtrer. Yes. 
Mr. Muurer. And was Mrs. Perlmutter asked personally to guar- 


antee the loan? 

Mr. Pertmoutrer. She was not present. 

Mr. Mutter. But did they request that? 

Mr. Pertmutrer. They requested me to ask her, and so I explained 
that, if we were to do so, then we would not get the credit from our 
bank. It would minimize the amount of short-term loans that we 
could get from our bank, for the bank requires us personally to endorse 
the loan. 

Mr. Mutrer. And do I understand that you made that clear to the 
SBA-when you first went in there? 

Mr. Pertmutrer. Yes, sir. 

Mr. Mutter. That you would not personally guarantee it? 

Mr. Perumutrer. That is right; because the approved RFC loan 
did not require us; they had our money in addition to the equipment 
that would be used, and in this case we wanted to limit it on the 
security on the same basis as the Commercial Credit Corp., which 
company did not require any personal endorsement or additional 
security. 

A copy of the letter indicating their loan transactions with us could 
be used for your files. 

Mr. Mutter. This letter of June 22, 1953, of the Commercial Credit 
Corp., addressed to Mr. Isadore Perlmutter, Dick Bros., Inc., of Read- 
ing, refers to “the same number of months as our previous deal.” 
You did not personally guarantee repayment ? 

Mr. Pertmourrer. No, sir; no other security except the equipment 
purchased with the money made available to us. 

Mr. Mutter. Do you want to leave this with us? 
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Mr. Pertmutter. Yes, sir. 

Mr. Mutter. This letter will be copied into the record, and then 
we will return the original letter to Mr. Perlmutter. 

(The letter referred to is as follows:) 


ExHIsiIt B 


COMMERCIAL Crepit Corp., 
Baltimore, Md., June 22, 1953. 
Mr. ISADORE PERLMUTTER, 
Dick Bros., Inc., Reading, Pa. 


Dear Mr. PerRtMutTTER: In confirmation of our telephone conversation we are 
pleased to advise your application to finance 3 automatic electrode controls and 
1 capacitor installation has been approved by our committee on the basis of a 
75-percent advance, or $6,000, at the same rate and for the same number of 
months as our previous deal. 

The necessary papers will follow in a day or so. 

Yours very truly, 
C. W. YeaKk.e, Credit Department. 


Mr. Pertmutrer. Now, see, here is a copy of our letter dated Feb- 
ruary 25 to the Administrator and a copy of this letter was sent to 
Congressman Rhodes and the evidence that was attached thereto. 

Mr. Mutter. This letter will be made a part of the record. The 
letter, dated February 25, 1955, is written by Dick Bros., Inc., signed 
by I. Perlmutter, president, addressed to the Small Business Adminis- 
tration, Washington 25, D. C., attention of Mr. Wendell B. Barnes, 
Administrator. 


(The letter referred to is as follows:) 


FEBRUARY 25, 1955. 
SMALL BUSINESS ADMINISTRATION, 
Washington 25, D.C. 
(Attention: Mr. Wendell B. Barnes, Administrator. ) 


GENTLEMEN : We received copies of the letters you sent to the Honorable Con- 

gressman George M. Rhodes, dated January 28, 1955, and the Honorable Senator 
J\dward Martin, dated February 14, 1955, both copies being identical. 

We were very much dismayed as to the reasons you state for refusing us the 
loan we applied for and, therefore, believe that you might not have received all 
of the facts and information which we furnished to your regional office at Phila- 
delphia and to the field examiner. We will attempt to outline some of these 
facts. 

Prior to filing our application, dated October 25, 1954, the writer made several 
trips to Philadelphia and discussed this matter with your regional director, Mr. 
Harmon; your Chief of Finance, Mr. Roche, as well as with your former regional 
director of SDPA, Mr. Delert. It was agreed at these conferences that we were 
entitled to the loan to be applied for. The security we orginally offered was the 
same as had been approved for us for the same machinery by the Commercial 
Credit Corp., a commercial finance company, as well as similar offers were made 
to us by other finance organizations, who were willing to advance us the money 
to the extent of 75 percent of the cost of new equipment at a higher interest rate, 
and 36 months to repay. 

As evidence, we attach herewith photostatic copies of letters from Commercial 
Credit Corp., dated May 19, 1953, and June 22, 1953, marked “Exhibits B and C,” 
which can serve to prove these facts. To SBA we offered collateral of $200,000 
worth of new equipment for the loan of $150,000, which is 75 percent of the cost 
of the equipment, being the same basis of other finance companies. After further 
discussion at Philadelphia, we filed a supplement letter dated October 28, 1954. 
In these letters we fully outlined the. history of our company, the need of equip- 
ment, and the easy terms of repayment as compared with other finance companies. 

Thereafter, your field examiner called at our plant and discussed the question 
of personal endorsement and the possibility of additional equipment to be 
pledged. The writer fully explained the reasons which were included in our 
letters of transmittal that any such additional collateral would deprive us from 
the open line of credit we are enjoying from our banks, as well as from our 
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creditors, where more than $300,000 is made available to us on purchases for 
an open line of credit on regular terms. Such credits enable us to sell our goods 
to our customers also on an open-credit basis. It was estimated that with our 
increased volume we will require the present amount of open line of credit to 
be increased to at least $500,000 or more. We attach exhibit D showing only a 
few of our suppliers giving us credit in the amount referred to, also the increased 
amount that will be available to us. 

Our local bank extends to us a line of credit in the amount of $125,000 and 
have indicated their willingness to increase it in the future to $250,000 for in- 
creased volume. For this loan the bank will require the writer to personally 
endorse the note of our company. Should we agree to personally endorse the 
SBA loan, it would depreciate the value of our endorsement to our bank, and 
thereby deprive us of the credits referred to in exhibit D. We should not be 
called upon to endorse this loan and lose our credit position elsewhere, as well 
as our Dun & Bradstreet rating. To the SBA we offered good security as col- 
lateral, in addition to the note of our company, which shows on a balance sheet 
to have a net worth of more than $1 million. 

Your financial experts did not fairly appraise the true value of Dick Bros. to 
be a good credit risk when we show a history of over 58 years of successful and 
profitable operations, and we always have discounted and paid all of our obli- 
gations on time. Our balance sheet always shows a continued strong current 
position which contributes to the fact that Dun & Bradstreet has increased Dick 
Bros.’ rating from C plus in 1950 to A plus 1 at the present time. 

Your field examiner indicated to the writer that the loan could be approved if 
we were to increase the collateral. The writer then promptly agreed to do so 
by increasing the original $150,000 worth of machinery to $250,000 for the small 
loan of $150,000. The addition above the amount of the loan was agreed to be 
furnished by the writer and members of his family, thereby increasing the col- 
lateral as Well as the capital in Dick Bros. 

It is evident that after this agreement which was negotiated that something 
has gone wrong either at Philadelphia or your Washington office. It is possible 
that you did not examine properly the credit agency reports, which shows that 
our company has a continuous record of profitable operations for more than 
58 years and also that the writer and the present board of directors show records 
of having been engaged in other business enterprises, have paid our obligations 
promptly and enjoyed the highest line of credit in this and other business 
enterprises. 

You indicate the loss of $209,000 in 1952 and a small profit in 1953. It is evi- 
dent that your experts did not properly analyze our operating figures. There- 
fore, we requested our certified accountants to make a detailed report of their 
analysis of our operating figures, which is attached and made part of this letter, 
marked “Exhibit A.” In this report one can easily see that even though we had 
labor strikes in 1952 and had to convert from defense production to civilian 
production, the net loss as analyzed was reduced to only $14,000, and you will 
find a net gain for year 1953 of more than $118.000. Our auditor’s report for 
1954 is not yet available, but it can easily be seen that during this year more 
than $6,000 per month has been written off as accelerated depreciation, and 
rental paid to our realty corporation of $60,000. 

We could not afford to pledge, for a small loan of $150,000, all of our equipment 
hecause such a transaction would amount to suicide, since we would immediately 
lose the rating in Dun & Bradstreet, and it would remove any possibility of 
enjoying an open line of credit as indicated in exhibit D. May we point out to 
you that your reasoning as to the security, as well as your questioning our ability 
to repay the loan, cannot be considered by us to have been fairly judged. The 
writer and his family acquired all of the stock of Dick Bros., in October 1950. 
and at that time the rating of Dick Bros. in Dun & Bradstreet was C-plus. We 
immediately started with our expansion program to place ourselves in a position 
to increase our production and to be in a position to receive and produce orders 
for defense items needed during our national emergency, in addition to improving 
the method of producing civilian products, which are plumbers’ brass goods. For 
this purpose we planned expenditures of $1 million for such improvements. 

Before proceeding with this program, we filed application for certificates of 
necessity. Our company has been investigated by experts and engineers of our 
Government, and the equipment and machinery was approved by them to be 
essential for Dick Bros. to have in order to be in a position to supply our Govern- 
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ment with their needs in a national emergency, as we did previously in World 
Wars I and II, and in 1951 during the Korean situation. 

Since that time more than $700,000 was expended by us for a modern foundry 
and new buildings, in addition to other equipment. During 1951 we almost 
doubled our volume of business over 1950 and showed substantial profits, as you 
will see in exhibit A of the auditor’s report. You will see that, in spite of all 
of our labor troubles and conversion, proper analysis will show gains for the 
years 1951 to and including 1954 exceeding more than $200,000. The writer and 
his family continued to increase their investments and retained the earnings 
of the corporation in order to use this capital to complete this program. 

Our foundry today is considered to be one of the most modern and has 
an increased capacity of production of more than five times than before. The 
equipment desired to be purchased is to equalize and increase the production 
in our other departments on par with the capacity of our foundry. Thereby, 
this increased production will guarantee our company an opportunity to stay 
competitive for the essential civilian products which we manufacture. It should 
be well known that our produets are increasing in demand because of our national 
building program, in addition to replacements. This equipment has been cer- 
tified, in case of national emergency, to be easily converted to production of 
defense items. The writer and his experts made a thorough study of these mat- 
ters not only by visits to our competitors’ plants that have this equipment, but 
also by a thorough investigation by qualified engineers. This was considered by 
investigations of other finance companies. In their case, as well as Commercial 
Credit Corp., the financial help available to us was only on a short-term basis of 
3 years. Whereas, the Small Business Administration can make more liberal 
terms and we can pay back in 8 years. 

We believe that the SBA was established for just such a purpose to help com- 
panies such as ours to purchase this kind of equipment. The increased produe- 
tion and improved equipment will enable us to maintain employment for our 
employees, as well as will help us to increase the number by more than 100, 
which will help our distressed labor area. 

Is it possible that your financial advisers have disregarded these facts, all of 
which were discussed and made available to the regional office, as well as to the 
field examiner? Is it possible that your financial exports concluded that the 
writer and the present board of directors have become insane and are looking to 
borrow this money, as well as adding the additional $100,000 of their own, for 
the purpose of spending it recklessly for equipment that will have no basis of 
improved production and thereby place our company’s strong financial position 
to a position of bankruptcy? 

The facts are that this program of ours is sound and the purpose of this 
machinery is to reduce the cost of production, reduce the overhead, and enable us 
to take care of the increased volume of orders which we have been receiving. 

During the past few years we have turned down many orders, as well as we lost 
by cancellation orders amounting to several million dollars. These orders include 
many from our own governmental departments, which facts are very well known 
personally to the personnel of your regional office. All of the above-named 
gentlemen have been at one time or another at our plant prior to the time when 
they were employed by SBA. They know our history and we expected that 
they would wholeheartedly recommend the approval of this loan. 

Trusting that with the information outlined herein that we can look forward 
to correction of the errors made by the SBA and will be advised that our applica- 
tion for a loan has been approved. 

Very truly yours, 
Dick Bros., INC., 
I. PERLMUTTER, 
President. 


Mr. Pertmutrer. I may offer one more letter from Commercial 
Credit Corp. dated May 19, 1953, to indicate that there were continuous 
transactions that we had with them based on offering the same security, 
which they accepted, as offered the Small Business Administration. 

Mr. Mutter. This letter, dated May 19, 1953, on the letterhead of 
the Commercial Credit Corp. addressed to Mr. Perlmutter will be 
made a part of the record and we will have it returned to him after 
incorporating in the record. 
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(The letter referred to is as follows :) 


COMMERCIAL CREDIT CoRP., 
Baltimore, Md., May 19, 1953, 
Mr. I. PERLMUTTER, 
Dick Bros., Inc., Reading, Pa. 

Dear Mr. PertMutter: Confirming our conversation a few days ago, we are 
pleased to advise our committee acted favorably on your application to finance 
$12,500 of equipment. The terms and conditions were: 

1. Our advance to be $9,443 repayable in 36 months in consecutive, equal install- 
ments. 

2. Our finance charge to be $127.90 per thousand financed which charge covers 
the entire 3-year period. 

3. You are to obtain mortgagee waivers on both of your buildings in which the 
equipment is to be installed and a landlord’s waiver on the building you rent from 
your affiliate. 

4. We are to be furnished fire and extended coverage insurance containing a 
loss payable endorsement in our favor. 

5. We are to be reimbursed for incidentals, such as filing fees, etc. 

6. Our commitment expires in 90 days. 

The enclosed papers will complete this transaction when they have been 
properly executed and returned. The chattel mortgage needs the following: 

1. Dates inserted in two places on the face of the mortgage, one place on the 
note and the acknowledgment on the reverse side of the mortgage needs to be 
exeeuted by a notary public. All dates should be the same. 

2. Any serial numbers, motor numbers, manufacturers names should be inserted 
to help us completely describe and identify the collateral. 

3. The mortgage and the note should be signed by the corporate president and 
attested by the corporate secretary with seal affixed. 

The mortgagee waivers are furnished in two different forms, No. 1139 and No. 
1140. Form No. 1139 is to be executed by the mortgagee for the building you own 
while No. 1140 is for use on the building you rent. The landlord's waiver is to 
be executed by the landlord of the rented building. As we do not know the 
correct names of the mortgage holders or the dates, etc., of the mortgages, we 
ask that you complete the waivers for us. We have not entered a specific descrip- 
tion of the collateral in the waivers since you are going to send us additional 
applications. By use of the general wording, our attorneys’ feel the one waiver 
on each building will suffice for all of your applications. 

The insurance needs no explanation but we are enclosing loss payable endorse- 
ment forms to be attached to the policy. If there will be a delay in issuing our 
copy of the policy, we would like to receive a letter for our files from your agent 
stating our collateral is insured and that we are the loss payee. 

The conveyor system and seven of the jolt squeeze machines have not been 
invoiced to you as yet nor have you received delivery. When you have these 
invoices and delivery evidence, please forward them to us for our examination. 

Our check will be issued to you upon the completion of the above and will be 
for our advance plus the service charges. Therefore, our check will overpay you 
by the amount of the service charges or $1,207.76 and it will be in order for you 
to send us your check for $1,207.76 with the papers. This procedure is recom- 
mended by our legal department. 

We are very pleased to have served you in this instance and look forward to 
receiving the next application mentioned by you in our conversation. 

Yours very truly, 








C. W. YEAKLE, Credit Department. 


Mr. Perimutrer. Now, may I point out that in the letter of the 
Administrator he refers to the fact that our corporation had a loss of 
$209,000 in 1952, and that was the basis on which the decision to deny 
us the application was made. 

It will be noted that in the letter to the Administrator just admitted 
we sent to the Administrator a copy of an analysis report of our certi- 
fied public accountant, in which it shows that although the corpora- 


tion did show operating losses of $209,000 for 1952, during a time when 
we had a strike and conversion, that the major portion of that loss 
had been made up, and the net loss was only $14,000, because $110,000 
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was returned to us by the Internal Revenue from excess profits on 
the previous year, and, in addition, the additional amount represented 
accelerated amortization allowed us by our certificate of necessity 
which represents 90 percent writeoff more than normal writeoff on 
the new equipment and investments made during that year. 

And that information was analyzed before the field examiner, and 
the same applies to the year 1953, when our corporation showed for 
income-tax purposes a profit of only $8,000, and I think the Adminis- 
trator made an error when he referred to it as $6,000. 

We showed that during that year our company had gained through 
accelerated amortization, and it benefited by our realty corporation 
which was wholly owned by us to more than $118,000 for that year. 

In addition, we submitted to the field examiner a prospectus which 
was prepared by our expert engineers, as well as our accountant, with 
the help of myself, in which we showed that our corporation, when it 
will have an opportunity to put this new equipment to work, will 
increase our prodention to $5 million, although the program is up to 
$10 million a year we would show earnings of 10 percent on our gross 
sales before taxes, in addition to the interest and amortization pay- 
ments that would be made to pay off these loans. 

I do not know what consideration has been given to these papers 
and evidence that was submitted. 

How can the Administrator determine a company like ours, having 
been more than 58 years in business, and with employees who are now 
stockholders being behind the corporation, and the CIO United Steel- 
workers of America, too, in an agreement made July 1, 1954, expressly 
stating that they are making this contract for the purpose of enabling 
us to get our business to continue its expansion program and to help it 
make more jobs available in the city where it was so sorely needed— 
and that contract was demonstrated to the field examiner. 

Mr. Mourer. Mr. Perlmutter, did the SBA ever write to you or any 
of its representatives ever say to you personally that if you and Mrs. 
Perlmutter would personally guarantee the loan, it would be then 
authorized ? 

Mr. Pertmutrer. No, sir; that was only done during discussion 
when questions were asked whether we would be ready to do so, that 
was by the field examiner, and I reminded the field examiner these 
were the requirements of the RFC, who had prevented us from taking 
the loan at that time. 

Mr. Mutter. And you told them that you would not personally 
guarantee the loan because it would affect your bank credit ? 

Mr. Pertmutrer. That is right, and when I was in Philadelphia 
this little booklet so published by the SBA was read to me and given 
to me, in which they indicate that the purposes of SBA is to make 
loans available to small business when they cannot get such loans under 
the same terms from the local bank, and that with the security that 
was requested by the SBA there would be no need for SBA to be in 
existence or for us to spend our time trying to get a loan from an 
organization that is supposed to help us in another way, different than 
what commercial banks are ready to do and are anxious to give on 
such a security. 

But, in our position we could not even afford to do so, because as 
we indicated to the Administrator, we will require in addition to this 
amount of money, to have $500,000 more short-term credit available 
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to us which could only come if our assets are free and clear and are not 
pledged, and the value of the endorsement of myself and Mrs. Perl- 
mutter could be retained for the large loans that we are making of the 
bank for financing accounts reonl vali and payrolls. 

Mr. Moutrer. And you and Mrs. Perlmutter signed personal guar- 
ties for bank loans? 

Mr. Perumutrer. Yes, the first year we were not required to and 
then I was told that since the taraily controlled the corporation, that 
they would feel better if we did so. 

Mr. Mutrer. Congressman Rhodes was with us before and he is 
here now. 

Congressman, we have put your letter in the record already. Is 
there anything you would like to add? 


STATEMENT OF HON. GEORGE M. RHODES, A REPRESENTATIVE IN 
CONGRESS FROM THE 14TH CONGRESSIONAL DISTRICT OF THE 
STATE OF PENNSYLVANIA 


Mr. Ruopes. Only, Mr. Chairman, I would like to say that there is 
a community interest in this proposal because Dick Bros. is an old 
established firm and there was much encouragement in the commu- 
nity when Mr. Perlmutter took over some years ago and went ahead 
with his program of modernization and improvement and expansion 
of the plant, and they were an old institution. And because of the 
situation naturally the entire community was concerned. 

We have today 7 percent unemployment in this area; a distress area, 
and I personally feel that because of Mr. Perlmutter’s good reputa- 
tion—he is a prominent citizen in our community and because of the 
reputation of the Dick Bros. firm and the need, I feel there should be 
some consideration given for approval of this application. 

Mr. Rrentman. Well, I would like to wait until after I hear what 
the Small Business Administration has to say. 

Mr. Mutrer. Well, it is now 1 o’clock; I think it is time to recess. 

Mr. Rrentman. Are we coming back this afternoon ‘ 

Mr. Mutter. Yes. 

Mr. Pertmutrer. May I offer in evidence our accountant’s report 
of May 1954? 

Mr. Mutrer. Mr. Perlmutter, do you want this matter made a pub- 
lic record? Off the record. 

(Discussion off the record.) 

Mr. Murer. On the record, I will say that the balance sheet of 
Dick Bros., Inc., as of May 8, 1954, prepared by John A. Beard & Co., 
certified public accountants, is received by the committee for com- 
mittee use and will not be made part of the public record. 

Mr. Pertmutrer. Here is the certificate of necessity. 

Mr. Mutter. This is the one you have already identified / 

Mr. Pertmurrer. There are two of them. 

Mr. Murer. Mr. Perlmutter’s exhibits, the certificates of necessity, 
one dated February 21, 1951, Pa—8555 and the other dated October 26, 
1954, No. PANC-22037, need not be made part of the record. 

We will recess until 2: 30. 

(Thereupon, at 1:05 p. m., the subcommittee recessed until 2:30 
p. m. of the same day.) 
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AFTERNOON SESSION 


Mr. Muurer. The hearing will please come to order. 

Mr. Engles, is there anyone from SBA who would like to make any 
comment with reference to the testimony that Mr. Perlmutter made 
this morning with reference to Dick Bros., Inc. ? 


STATEMENT OF W. NORBERT ENGLES, DEPUTY ADMINISTRATOR 
FOR FINANCIAL ASSISTANCE, SMALL BUSINESS ADMINISTRA- 
TION—Resumed 


Mr. Eneues. Yes, sir. I wanted to make this as short as possible. 

Mr. Mutrer. Fine. 

Mr. Eneies. Mr. Perlmutter made a very excellent presentation of 
his case. 

I want to say this, that in examining the application, we found ab- 
solutely nothing remiss about his character, his reputation, or his deal- 
ings, and that the loan was declined simply for what we considered 
adverse credit. 

Those were, as Mr. Perlmutter stated, inadequate collateral, and 
Jack of reasonable assurance of ability to repay the loan from earnings. 

Now, the loan request, in the amount of $150,000, was filed in our 
regional office on Nevember 12, 1954, and final action was taken in 
Washington by the Administrator on December 30, 1954, which was 
about a month processing time. 

I might tell you what the purpose of loan was. It was to purchase 
machinery and equipment. The total cost, with installation cost was 
about $273,000. I think that is correct. 

The difference between the $150,000 and the $273,000 was to be sup- 
plied by the applicant. 

The collateral offered was only the machinery and equipment which 
was to be purchased. Our engineer looked that over and made an ap- 
praisal of it. : 

At the time the application was under discussion, Mr. Perlmutter 
was asked if he would pledge the additional machinery and equipment 
in the plant. 

He said, and I think he stated this morning, that it was not practi- 
cal, and he could not do it. 

In making a loan to a plant of this type, it is better, from our stand- 
point, in considering a long-term loan, to have all of the machinery and 
equipment pledged, because if we were going to sell it, if it came to a 
liquidation proposition, we would be in a better position to sell it as 
a going concern if it were a complete plant. 

Mr. Mutter. You do not seriously mean that you would want almost 
a million dollars worth of machinery pledged for a $150,00 loan, do 
you? 

Mr. Enotes. The machinery and equipment in the plant had a book 
value of about $500,000, I think. 

Mr. Mutrer. $695,000, without taking into account the purchase of 
new machinery, which, you say, would cost installed $270,000. That 
is $965,000 worth of machinery. 

Mr. Enotes. The machinery and equipment, according to our fig- 
ures, had a book value of—I think this was as of September 30, 1954— 
of $550,000, besides the machinery and equipment—— 
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Mr. Mutrer. As of what date? 

Mr. Enexes. That was, | think, September 18, of 1954. I think that 
is correct. 

Mr. Muurer. Have you the loan file in front of you, Mr. Engles? 

Mr. Eneres. No, 1 am wrong. 

On September 30, 1954, the machinery and equipment had a net book 
value of $768,000. 

Mr. Murer. $768,000, without the new machinery that he expected 
to buy, and which he was offering to pledge ? 

Mr. Eneres. That is right. 

Mr. Mctrer. Do you think that if he had pledged that machinery 
to you, he would have been able to get any credit from his bank? 

Mr. Enotes. Well, we have had that situation arise in other loans. 
Our financial man discussed it with the bank and the bank told us 
that they had a limit on Mr. Perlmutter’s endorsement of $125,000, 
and he said that the loans outstanding at that time, had been reduced 
to $40,000. The commercial checking account was running between 
$50,000 and $60,000. 

It was our opinion that the pledging of additional machinery and 
equipment would not have hurt his bank credit standing. 

Mr. Mcurer. If you were the loan officer for his bank, would you 
lend him any money, or this company any money, if all of its ma- 
chinery and equipment were pledged for this $150,000 loan? 

Mr. Enates. I think it would depend on other factors, Mr, Multer. 

Mr. Murer. On the factors made available to you in connection 
with this loan and financial statement and operating statement before 
you on this loan, if you were the loan officer for its bank, would you 


have continued to lend this company any money if all of its machinery 
and equipment was pledged for this $150,000 loan ? 
Mr. Eneves. With Mr. Perlmutter’s endorsement, I think I would. 
This was a term loan that had 8 years to go. If only the machinery 
and equipment that was to be eye with the proceeds of the 
i 


Joan and additional money supplied the applicant was to be pledged, 
we would have to pull this machinery and equipment out of the plant 
and sell it piece by piece. 

That is a very dificult liquidating job. 

Now, that is one credit factor. You have got others such as earn- 
ings to consider in connection with it, you see. 

Mr. Murer. I understand. 

If you were the loan officer of CIT, Commercial Credit Corp., 
would you have lent $150,000 against this new machinery they were 
buying on a chattel mortgage covering just the new ssachineny | 

Mr. Enotes. Well, Mr. Perlmutter had told us that the CIT, and 
I think some other company of the same ty 

Mr. Mutter. The Commercial Credit, I think, was mentioned. 

Mr. Eneres. Had offered to lend him the money to purchase the 
machinery and equipment on a 3-year basis. 

Mr. Mutrer. Yes. 

Mr. Eneuxs. Now, of course, as you know, we cannot make a loan 
if the funds are otherwise available. 

Mr. Mutter. You are not answering my question. 

I am asking you now to assume you were the loan officer for the 
Commercial Credit Corp. or the CIT. 





482 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


Would you have approved that application for $150,000 for a 3- 
year loan, secured only by this new machinery ! , 

Mr. Enaues. Of course, I am not familiar with the CIT policies of 
lending. I donot know anything about that. 

Mr. Mutter. I am not asking you to consider their policies. I am 
asking you to put yourself in the position of being a loan officer for 
them. 

What would your policy be? 

Mr. Enaues. I think, Mr. Multer, that if I am connected with any 
lending firm, I would have to govern my thinking to what their 
policies were. 

Mr. Mutrer. I am assuming you are the loan officer, you are mak- 
ing the Jending policy. 

What would your policy be on that kind of an application ? 

Mr. Enates. If I were in that situation, I would say, on the 3-year- 
loan basis, that you would figure that the life of the machinery and 
equipment was X years, whatever that is, and with the repayments 
that would be coming in monthly on such a credit, you would probably 
be safe in making the loan on a 3-year basis. 

Now, we were thinking of an 8-year loan on the same machinery 
and equipment, and it depreciates. 

Mr. Mutter. That is right. 

Did you have an appraisal on this machinery and what its life 
expectancy was? 

Mr. Eneies. We had an appraisal by our own engineer; yes, sir. 

Mr. Mutter. Did that indicate the life expectancy of this new 
machinery ¢ 

Mr. Eneues. The value of it was based on the life expectancy and 
the resale value; yes, sir. 

Mr. Mutter. What did he value it at? 

Mr. Enates. He valued it at $148,000. 

Mr. Mutter. I interrupted you, Mr. Engles. I hope I have not 
broken your train of thought. : 

Mr. Enates. I lost my place. 

Mr. Mutter. I am sorry. 

Mr. Enevrs. What I do want to say, Mr. Multer, is that included 
in that $768,000 book value of equipment that we were just talking 
about is a reevaluation of about $192,000. 

Mr. Murer. At that point, please, that reappraisal was not the 
loan applicant’s reappraisal, but it was the appraisal of an independ- 
ent appraisal company ¢ 

Mr. Eneves. We were talking about book value and his figures. 

Mr. Mutter. Yes. 

Mr. Enates. Now, that $192,000 was in his figures. 

Mr. Muurer. Yes. 

Mr. Enotes. I do not know who did it. I am sure it was done by 
some reliable industrial firm. 

However, you write your book value down. You take the depre- 
ciation and write it off, and then for certain reasons a company would 
have, some good firm comes in and reevaluates it for certain reasons. 
It might be tax reasons, I do not know why they do it. 

However, it gives them a better picture. 

Mr. Mutrer. I assume that the balance sheet submitted to you is 
the same, approximately the same, as that submitted by Mr. Perl- 
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mutter to the committee, and that showed a ean value, if 
reappraised by Keystone Appraisal Co., of nine hundred and forty- 
five thousand-some-odd dollars, less accumulated depreciation of $249,- 
000, leaving a net value of $695,000, exclusive of 2 other items, which 
brought it up to $702,000, also taking off depreciation as to the other 
2 items. 

Mr. Enexes. All I am trying to say is that we discussed the $768,000 
in talking about a million dollars, so we have some reevaluation in 
there. 

Mr. Murer. You get the million dollars by adding the new- 
machinery cost of $270,000 to what he had. Then you have that total 
of a million dollars that I used. 

Mr. Eneres. That is right. 

I am just bringing up the point, not to carry it too far, in the 
statement there is $768,000, which includes approximately $192,000 
of this reevaluation. I do not say that there is anything wrong with 
it. However, that is part of it. 

Mr. Muurer. Yes. 

Mr. Eneies. Now, the company was renting its plant from the 
Dick Bros. Realty Co., which is a wholly owned subsidiary affiliate. 

That plant and additional plants that Dick Bros. occupy was rented 
for $60,000 a year. 

Two mortgages on the plant totaling approximately $269,000. 

Payable $833.34 a month. 

As I understand it, the only income Dick Bros. has is from the 
rental received from the applicant, which, of course, would have to 
come out of earnings of this company. 

The statement submitted to us showed the following earnings. 
This was taken from the application. 

In 1951, there were sales of $2,759,000, with a net profit after taxes 
and depreciation of $51,000. 

In 1952, sales were $1,345,000, and there is a net loss of $183,000 on 
the application. 

Now, the accountant’s report shows that loss to be $209,000, which 
is what Mr. Perlmutter stated this morning. 

In 1953, sales were $1,754,000, and the loss was $6,000. 

Jn the 9 months of 1954, ending September 30, sales were $1,269,000, 
end the application showed a small loss. 

[ believe that, in discussing this with our regional office, Mr. Perl- 
mutter explained the loss as being due principally to the labor diffi- 
culties which they were having in 1953. 

The regional office had a factory budget prepared by the applicant 
for 1954 which showed estimated sales of $2 million. The company 
anticipated a loss of $65,000. That is for the full year. 

However, included in the overhead charges are $37,000 covering 
repayment of new equipment and interest charges. Depreciation 
shown at $120,000. On sales of $2,500,000, the company expected to 
make a profit of $38,000 after depreciation. 

I will go into this factor, Mr. Multer. 

In the first place, our regional office personnel are not permitted 
to divulge their recommendations on a loan to anyone. I think we 
discussed that before. It is an administrative ruling, and we think 
it is what is best for the agency because actually the Administrator 
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is the only one who can decline a loan, and that keeps the pressure 
off of our regional officers. I mean they simply work on a loan, and 
it is very difficult sometimes to work on one and not give an indica- 
tion of what your findings might be. At any rate, that is the ruling. 

Now, if you want me to tell you exactly what our regional office 
recommended, I will be glad to do that. 

Mr. Murrer. Did they originally recommend it? 

Mr. Enatzs. No, sir. 

Mr. Mv trek. Did your regional office originally disapprove the 
loan ¢ 

Mr. Enaues. Yes, sir. 

Mr. Mutrer. Will you tell us for what reason? 

Mr. Enotes. Insufficient collateral and lack of reasonable assur- 
ance of ability to repay the loan from earnings. 

Mr. Mutrer. Is there any detail as to why they say or believe that 
this company could not earn a net of $38,000 a year ? 

Mr. Enotes. Well, yes, sir. It is based on—now, you see, this is 
what I understood from Mr. Perlmutter’s testimony this morning. 

Dick Bros. was in pretty bad shape when he took it over. That was 
in 1950. Well, the result of operation since 1950 has certainly not 
proven that the company is in a good operating position yet. ‘They 
might make it in the future on sales of $2,500,000, where “he expects 
to make a profit of this $38,000. 

Now, one thing that would help the company, of course, are these 
certificates. He has to have a fast writeoff. 

Mr. Mutter. That $38,000 of net earnings was after having taken 
into account the fast writeoff ? 

Mr. Enetes. I assume it was; yes. I think it was—I am sure. 

Mr. Mutter. The fast writeoff meant there was that much more 
money accumulating in the company’s capital account ? 

Mr. Enates. Yes, sir. 

Mr. Mutrer. Did you get any financial statement from Mr. Perl- 
mutter personally as an individual to show his net worth, his in- 
dividual net worth? 

Mr. Enates. We understood he has a net worth of approximately 
$250,000, comprised principally of an industrial building in New York 
valued at $175,000 which is free and clear of debt. 

Mr. Mutrer. Was that his net worth of assets outside of this corpo- 
ration ? 

Mr. Enates. Yes, sir. 

We discussed the possibility of a guaranty. We asked Mr. Perl- 
mutter—our regional people did. 

In companies that are solely owned, where their stock ownership is 

rather closely held, it is frequently our practice to require a guaranty. 
We asked Mr. Perimutter if he could guarantee the loan, and he told 
us “No.” 

He had some life insurance which had a cash surrender value of 
about $18,000. We did not know the face value, but we asked him if 
he would pledge that, and he refused to pledge it. 

Mr. Muuter. Does that about complete your main statement ? 

Mr. Enotes, Yes, sir. 

Mr. Motrer. Mr. Riehlman ? 


Mr. Rreucman. I do not think I have any other questions. 
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Mr. Enotes. I might say this: We have another letter from Mr. 
Perlmutter, which he mentioned this morning, dated February 25, 
1955, which is after the loan was declined. 

His accountant has furnished us figures explaining the loss picture, 
or what accounted for it, and how the loan would work out. 

That is under study now. That will be sent to our regional office, 
and they will take another look at it. 

However, here again we might come in some conflict with a situation 
where we will try to still work something out and take more time on it. 

But, at least, we have processed this case in about a month’s time, 
which is pretty good service on a term loan, and we have made our 
decision. 

Now it isa matter of credit judgment. We could be right or wrong. 

However, at least we have made our decision, and we have notified 
Mr. Perlmutter of it, and we have also written him a letter explaining 
in detail why the loan was turned down. 

Mr. Mutter. Is there any history of operation of this company 
under Mr. Perlmutter, or any of his other companies, of discounting 
accounts receivable or pledging inventory in connection with opera- 
tions, either in his other companies or this company, since he has been 
in control of it? 

Mr. Enates. I have no knowledge of it; no, sir. 

We had, as I said to start out with, an excellent report on Mr. 
Perlmutter. 

Mr. Mutrer. Did you have a Dun & Bradstreet report on him? 

Mr. Enotes. Yes, sir. 

Mr. Motter. Is it available for the committee? 

Mr. Enewss. Yes, sir. I will furnish you with it. 

Mr. Mutter. All right, if you will, please. It will not be made 
part of the public record. 

Mr. Enotes. Again, I think that you may have the information 
on the reason for the decline and on the public report, too. We do not 
publish actions on declined loans for a very good reason. It might 
have some bearing on his credit, otherwise. 

However, it is in the record, if you want to take it out. I am per- 
fectly willing to take it out. 

Mr. Mutrer. I do not think it is necessary, do you? 

Mr. Pertmutrer. On our part, we have no objection to any true 
facts going on the record. 

If the n Srtiver may permit me to make some corrections on these 
statements here—— 

Mr. Mutter. Just a moment, Mr. Perlmutter. 

Does your file indicate that when Mr. Perlmutter initiated the appli- 
cation, he indicated he and Mrs. Perlmutter would not guarantee the 
loan personally ? 

Mr. Enotes. That is part of our report; yes, sir. 

Mr. Rrentman. That was the initial report ? 

Mr. Eneteks. Yes, sir. We just had one report on it. 

I am not saying that we turned the loan down because he would not 
guarantee it. I am quite sure that if we had had some evidence that 
he would have pledged additional plant equipment to make it an 
operating unit—— 
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Now, here was a labor distress area, where you might have trouble 
selling some of the machinery piecemeal. If you didn’t have an 
operating unit to dispose of, you might get in a little trouble. 

I think, at least, it was a wise decision. 

Mr. Rientman. Could I ask a question on that operating unit? 

Do you mean, in speaking of an operating unit, that would necessi- 
tate your going in and taking out just the equipment. 

Mr. Encxes. That is exactly right. 

Mr. Rreutman. That he was buying with the $150,000 loan? 

Mr. Enexes. Plus additional money that the company was putting 
in themselves. 

Mr. Rrenitman. Yes; for equipment. 

You would have to take that out. Now, wouldn’t that disrupt the 
operation of his plant? 

Mr. Eneéies. I am not in a position to say. 

Mr. Rrentman. It probably would. 

Mr. Enates. Because I have not seen this plant. However, at least, 
it was an expansion program the company was involved in and for 
perfectly good reasons. It was to make it a complete operating unit 
to produce more economically. A good, sound thing, I think, and I 
think we should have had the benefit of that collateral pledged to 
support the loan. 

We did not have the land and building, I understand. That was 
never offered. That is owned by another company Mr. Perlmutter 
controls. We never were offered the land and building. We did not 
ask for it 

We would have been glad to take a second mortgage on it. 

Mr. Mutrer. Don’t you think somebody should have said that to 
Mr. Perlmutter, made the suggestion ? 

Mr. Eneoies. We asked him. 

Mr. Muurer. Did you ask him for a second mortgage on the 
building? 

Mr. Enares. No, sir. 

Mr. Murer. But you tell us you would be perfectly glad to do it. 
But, has he been told you would do it? 

Mr. Eneues. We asked him for all of the machinery and equip- 
ment to make it an operating unit. 

Mr. Rren_man. Not the building. 

Mr. Mutrer. Yes. 

Mr. Enexes. But I still say we would be glad to get that, too, 
because it makes a better loan. We did not ask for it, another com- 
pany owned it. There is a mortgage on it. 

Mr. Motter. The other was also a family corporation ? 

Mr. Ewnetes. Yes, sir. 

Mr. Murer. That was indicated by your records? 

Mr. Enotes. Yes, sir. 

Mr. Mctrer. Why, if that would have made the loan better and 
made this a loan that then could be granted, why didn’t somebody in 
SBA suggest that to Mr. Perlmutter, or at least give him the oppor- 
tunity to turn it down? 

Mr. Enetes. Let me tell you this: I am not committing the Admin- 
istration, but I am pretty sure that if he had offered all of the machin- 
ery and equipment, he probably would have gotten the loan. 
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Mr. Mvurer. Now, going on to the building. If a mortgage on the 
building, you say, would have made the loan a more attractive loan 
and probably would have made an approval 

Mr. Enaues. No, sir, I did not say that. 

Mr. Muurer. Iam sorry. I misunderstood you. 

Mr. Enotes. I said that we would be glad to get that, too. We still 
would. 

Mr. Mutrer. Why tell us you would be glad to get something? 
You would be glad to get the United States mint as security for any 
loan, but that does not help the situation. If somebody came along 
who had a mortgage on the building and offered it to you as security, 
and then it would make the loan good, then that is something to talk to 
us about. However, I do not think you ought to say, “We would be 
glad to get additional security.” Of course you would. You would 
take all the security anybody would offer to you, and you would take 
additional security no matter who owned it. 

We are trying to probe into whether or not the agency did every- 
thing it should have done to make this a good loan. 

Mr. Enectes. Yes, sir. I think we did. And I say again, that if 
the machinery and equipment had been offered, the loan probably 
would have been approved. 

Mr. Rreniman. That is the reason I interrupted, Mr. Chairman, 

Mr. Enotes. That is all I meant to say. 

Mr. Rieutman. I think there is a misunderstanding in your inter- 
pretation of what Mr. Engles said. I was following closely. 

He was saying not that he wanted the building, when you asked 
him about it, but he said, “We would have taken that, too.” 

If I understand it, and I want the record clear on it, you were not 
saying that you did want the building; you were asking only for the 
entire equipment in the building? 

Mr. Enotes. Right. As far as I know, the second mortgage on the 
building and equipment was never suggested. It might have been by 
someone. As far as I know, and as far as my record shows, it was 
never asked for. 

Mr. Rrenitman. That is the reason I interrupted, Mr. Chairman. I 
did not want the record to state that he was saying they wanted the 
building. 

I think I was correct in it, that he was saying in response to your 
question, “Well, we would have taken that, too, or been glad to have 
it,” or something. ' 

It wasn’t that the Administration definitely had asked for it? 

Mr. Enotes. No, sir. 

Mr. Mcurer. I have no further questions. 

Mr. Rreuitman. No further questions. 

Mr. Mvtrer. Mr. Perlmutter? 


STATEMENT OF I. PERLMUTTER, PRESIDENT, DICK BROS., INC., 
READING, PA.—Resumed 


Mr. Peritmvrrer. Mr. Chairman and gentlemen, if you w'll allow 
me to make some corrections, the gentleman stated that 1950 was the 
year that Dick Bros. was down; am I correct ? 

Mr. Enetes. I just picked that up from what you said yourself this 
morning. 
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Mr. Pertmurrer. I am sorry if it was understood that way. 

Nineteen hundred and fifty, in spite of the fact that Dick Bros. was 
down, showed a net profit, after taxes, of $65,375.99, which informa- 
tion was made available to your field examiner. 

We showed him, in addition to that, a 10-year earning report, show- 
ing average earning of one million and a half volume, earning 10 per- 
cent of its volume before taxes. 

Mr. Muurer. All the way back, after all 

Mr. Pertmurtrer. After all depreciation and expenses and contri- 
butions to our pension fund, which has been made. 

Mr. Muurer. Of course, officer salaries—— 

Mr. Pertmurrer. Everything that was taken from the income-tax 
returns filed with Internal Revenue. 

We wish to present here to show that the analysis made by the 
expert of SBA was not proper. I now am convinced that they were 
distorted, perhaps out of the Philadelphia office. 

Here is a letter from one of the gentlemen in our Philadelphia 
office which would serve to show that before we made the application, 
they were all coming into the parade of success of Dick Bros. 

Second, this letter will also show that the additional reasons why 
we should not be asked to endorse this loan was because we had taken 
in our employees as partners. They all have stock in the corporation. 
It was our intention in the future growth to make stock available to 
the public. 

In such cases, it would be unwise for us to be on the guaranty of the 
loan for the corporation, except for short-term loans, 

Here is an exhibit which we sent to the Administrator that shows 
the analysis by our certified public accountant that the depreciation 
which was taken has contributed to the book losses, but, in effect, Dick 
Bros. never lost any money except in the year 1953, when we had all 
these labor troubles, due to the fact that we were unable to get the 
peoeneenns of our application for a loan promised us by the RFC. The 

abor troubles were precipitated because they stopped the-release of our 
program. 

That is why we were unable to get finished with these things until 
the middle of 1954. 

It was only after the contract with the United States Steelworkers 
of America, dated July 1, 1954, a copy of which is here for your exam- 
ination, and which was given also to the field examiner. You can see 
from the preamble of this contract by the union that they agreed to 
modification of our agreement, that they secure us peace for at least 
2 years, at a guaranty for a chance of profits. 

A copy of this was given to your field examiner. Why didn’t he 
disclose all this information as well as the analysis that was shown ? 

In addition to this, you are talking about a net worth of machinery 
of $681,000. The machinery was appraised for $1,196,000. 

Mr. Enotes. I was only talking about the machinery and equip- 
ment you offered to pledge. 

Mr. Pertmutrer. We are talking now about the misstatements 
from your file that painted this picture in a way which distorts the 
true facts. The machinery and fixtures were appraised only a year 
before for $1,196,000. After deducting accelerated amortization 
granted us by the certificate of necessity, which is 75 percent of the cost 
of equipment that we have purchased in the amount of $700,000, in- 
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cluding the building. We were writing off in a period of 5 years. That 
represented book losses only. 

However, this analysis of the accountant would show that we ac- 
eer a profit in spite of the losses. That was improperly 
han : 

The question came up of the security, offering a second mortgage on 
our building. 

I might state for the record that we did offer it to the field examiner, 
and he turned it down. 

He said that the property was not owned by the lending company, 
although the lending company wholly owns all the stock of the Realty 
Corp., and it is not separately owned by the family. We showed that 
on the accountant’s report as well as the information given to your 
field examiner. They indicated they would not approve a loan on a 
second mortgage. Moreover, we also informed the field examiner and 
the Philadelphia office of liabilities, posted liabilities that this com- 
pany has, and debenture bonds as well as the mortgage on properties 
owned to our own employees pension plan. 

And I stated for the record that the Internal Revenue has allowed 
us to use this money. This is not due until the first debenture bond in 
1962, and is renewable thereafter, and the rest of it is the mortgages 
on the buildings in the event the company would ever be unable to meet 
other obligations. The debenture bonds as well as the mortgage has 
been made to subordinate any and all creditors. 

Now, what better position can a company be in, offering its own note, 
in addition to the security, than in this case? 

Mr. Mutter. Mr. Perlmutter, in your May 1954 accountant’s report, 
there is a reference to the fact that corporation was engaged in litiga- 
tion with the CIO. But the further opinion is offered that no liability 
exists on the part of your company in that litigation. 

You also show us, as of July 1954, an agreement made between 
your company and the union. 

Was that litigation withdrawn at that time? 

Mr. Pertmutrer. Here is the settlement agreement. 

Mr. Mutter. Did your company pay anything in connection with 
that litigation ¢ 

Mr. Pertmutrer. No, sir. 

Mr. Murer. And the paper you show me now is a certificate of 
the clerk of the United States District Court for the Eastern Dis- 
trict of Pennsylvania, dated October 25, 1954, indicating that the 
litigation just referred to was dismissed with prejudice. 

Mr. Pertmutrer. Yes, sir. 

And this copy was also exhibited to the field examiner. 

If the committee would be interested to see the copy furnished 
to the field examiner of the 10-year or 11-year earning report, they 
may have it. 

Mr. Mutter. This last balance sheet, comparative balance sheet, 
and comparative profit and loss statement, which you are submitting, 
we will keep for the committee’s use, but we will not make it a part 
of the public record. 

Mr. Pertmutrer. Yes. 

May I say now, as to this erroneous impression that was given 
to the Administrator when you read the prospectus showing the vari- 
ous volumes of business in which the company shows a loss, that when 
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that was given to the examiner it was explained that the expenses 
that were included in this prospectus included the cost of additional 
finances of $250,000 plus the repayment of the monthly installments, 
plus the accelerated depreciation. Then we show a break-even point 
of about $2,100,000. 

It was proven to the field examiner that beginning with July 1 
our company has continually increased its sales, and for the month 
of October, the month when the application was filed, the company 
showed a profit of $37,000 after all these depreciations and expenses 
had been deducted and all payments made on the account of the 
mortgages, et cetera. 

The losses that are trying to be painted in here to give reason to 
refuse the loan were those that were incurred during a labor strike. 
For 38 months they were striking before the United States Steel- 
workers of America and the National Labor Relations Board inter- 
vened and brought peace and permanent security by this new agree- 
ment. Only until then, when this trouble had been settled, did we 
feel secure to go and resume our expansion program. That is the 
reason we requested this money. 

The denial of this application to us at this time would act the 
same as the long delay and the complicated method that was first 
required of the RFC on the original application and contributed to 
these labor troubles and hampered us from going ahead with our 
expansion program. 

The Administrator in his letter stated that his experts discussed 
the question of our ability to repay, to recover the money in case of 
forced sale. 

Why should we take a company which has more than a million 
dollars in net worth, and the officers and directors are offering to add 
another $100,000, all of a sudden become crazy or insane and take this 
loan of $150,000 and recklessly spend it and give away the security 
of the company, so that it will be forced to sell the equipment on a 
forced sale? Is it possible that your experts overlook the fact that 
Wwe are not insane, that we are trying to hold the machinery and equip- 
ment in order to enjoy the half- million-dollar credit which is available 
to us and that has been verified by your experts, by pledging this 
machinery and equipment as collateral, which will give us no longer 
a rating of A plus 1% We certainly cannot get any credit from Titan 
Manufacturing, who offered us $50,000 in open credit, and we are 
enjoying almost that much today. Or $125,000, then, with a bank 
which since then has been increased to $175,000. And they promise 
they will continually increase our credit in proportion to the increased 
sales up to $250,000. Should we pledge away this equipment and 
all assets of the corporation? We haven’t a chance to get the credit, 
and it would be insane then to take the loan. We could not operate 
the machinery. We are not buying the machinery for resale. 

One more step must be considered. A businessman, when he goes 
out to buy a piece of equipment, always has to figure how he is going 
to get his money back for the investment, and these figures are based 
upon the present cost of production w hich is by hand, against auto- 
matic equipment. This automatic equipment is calculated so that 
one machine alone 
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We were going to make combination faucets, which is one of the 
largest selling items we have. Today it has 8 different operations, 
where 8 different operators on 8 different machines, can produce only 
500 to 1,000 pieces a day. One of these machines is calculated to do 
all the operations with 1 operator and produce 3,000 a day, and the 
saving in labor cost in itself would be many times the amount of money 
required to pay the loan. 

The reason we wanted the long term is to be secured; that in the 
case of adverse conditions, we can continue to pay these loans. Other- 
wise, we could have taken this money from Commercial Credit Corp. 
for 36 months. 

By the way, since the first of this year, Commercial Credit Corp. 
announced that they changed their policy and are now able to make 
loans up to 5 years. 

However, that is something that has come to us after this application 
had been denied. 

Mr. Muurer. Thank you very much, Mr. Perlmutter. 

Is there anything else you wish to add, Mr. Engles? 

Mr. EnGies. ieee as the application is still under consideration, 
I would like to ask Mr. Perlmutter how much depreciation he charges 
off a year under the accelerated program. 

Mr. Pertavutrer. T he total depreciation thus far between the build- 
ing and the equipment is approximately $120,000 a year, which repre- 
sents close to $100,000 for the normal depreciation. That has been 
written off, and showed a book loss. 

Mr. Enotes. Then, actually, if you get down to it, you could use 
the CIT or the CCC financing, and it w ould not disturb you too much. 

Mr. Pertmutter. Well, that is not 

Mr. Mvtrer. Certainly, he could probably now, with the 5-year 
maturity of one of the commercial finance companies, get long with 
their loan at a lower rate of interest. 

Mr. Pertmvutrer. They charge the interest in advance. If you take 
it for 5 years, you have to pay “for the whole 5 years at the time you 
take the loan. And when they calculate it at 414 percent, it runs to 
about 9 or 10 percent. 

Mr. Mvtrer. It would amount to more than that over a 5-year 
period. 

Mr. Peritmutrer. Of course, in this case, we were offered 40 percent 
above the cost of the purchase of the equipment in addition to the cost 
of the installation, whereas in the Commercial Credit Corp., they 
offered us for 36 months 75 percent of che cost of equipment, including 
the installation. Evidently their experts feel secure that the ma- 
chinery has a good value, a sound value, in case of liquidation, and 25 
percent is sufficient to cover them for any depreciation because it is 
going to be on monthly payments, and these payments will be made 
30 days after the borrowing would take place. 

Certainly over a period of a year or two, at least, there could be no 
danger to be anticipated. Therefore, you will have more than a sub- 
stantial amount of money repaid by then, and the machinery would 
still be in existence and have the same value. 

Mr. Murer. Thank you, Mr. Perlmutter. 


62408—55 32 
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Mr. Engles, will you send to the committee the final action taken 
by the Small Business Administration as soon as you do take any 
action in reference to this? 

Mr. Enotes. Let me ask Mr. Perlmutter one more question. 

Since you have had the discussion this morning, would you pledge 
the additional machinery and equipment in the plant or not? 

Mr. Pertmutrer. Should I commit suicide now, the same as before? 

Mr. Enotes. I am asking you a question. 

Mr. Pertmutrer. We cannot do it, no, sir, because the $150,000 that 
we need is not sufficient to take care of all the financing, it is only a 
yart. 

And on the others, we have to have our open line of credit to main- 
tain a good rating in Dun & Bradstreet, and to maintain the borrow- 
ing capacity from our bank, as well as credit for materials which we 
were getting. 

Mr. Muurer. What is the appraised value of the real estate? 

Mr. Pertmutrer. The appraised value of the old building in 1951 
was $275,000, and the new building was then, at cost, $300,000. 

Mr. Mcutrer. What is the total amount of the mortgages against 
the buildings? 

Mr. Pertmutrer. At the present time, Dick Bros. only has a mort- 
gage of about $110,000, which is payable, self-liquidating, at the rate 

of $10,000 a year. 

Mr. Mutter. That runs for a least 11 years? 

Mr. Pertmutrer. Yes, approximately that. 

And the mortgage on the new building is owned by our own Dick 
Bros. employees pension fund. And the corporation is the administra- 
tor of the pension fund. 

Mr. Mutter. How much is that mortgage? 

Mr. Pertmutrer. There is a balance of a little less than $140,000. 
Originally it was more. 

Mr. Mutter. When is that payable? 

Mr. Per-wutrer. It is payable at $10,000 a year, with: interest. 

Mr. Mutter. So that has at least 14 years to run ? 

Mr. Pertmutter. Yes, sir. 

And the debenture of $80,000 is made to subordinate any and all 
creditors and is not due before 1962. 

Then, because of the corporation being the administrator of the 
pension fund and constituting the committee, if necessary it can 
always renew this loan. 

Mr. Mctrer. Would you, as additional security for this loan, give 
a mortgage on the buildings? 

Mr. Pertmvutter. A second mortgage? 

Mr. Mutter. Yes. 

Mr. Pertmvutrer. There would be no objection to that. 

Mr. Eneies. Mr. Multer, may I ask about the rent on the building? 

Apparently this $20,000 a year is required to service the mortgages. 
How much rent does the company pay ? 

Mr. Pertmutrer. We are paying $60,000 a year, and this is another 
portion of the book losses which has to be considered as profit as 
shown by the accountant. 

The Realty Corp. will soon be in a position 

Mr. Eneies, Would you consider reducing the rent? 
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Mr. Pertmutrer. Pardon me? 

Mr. Eneves. Would you consider reducing the rent to a sufficient 
umount to service any mortgages and pay the taxes on the building? 

Mr. Pertmutrer. This rent has been set by a long-term lease, and 
has been assigned to the trustee as additional security. 

Mr. EnGiks. You control it? 

Mr. Pertmutrer. Yes, but the trustee for the firm controls the 

Mr. Mvutrer. But there are tax elements that enter into that and I 
co not think it is fair to ask him to reduce it. 

Mr. Enetes. I just asked him if he would. 

Mr. Mutter. I do not think it is fair to ask him to reduce the rent. 
You would impair the validity of the lease, so far as his tax situation is 
concerned, if you did that. 

Mr. Enexe. Of course, you have the problem of servicing the loan. 
That $60,000 comes out of the profits. 

Mr. Mutter. But if you have the mortgage on the building, in the 
event of default, the mortgagee goes in and takes that rent. 

Mr. Enotes. If you have a default, you can assume that the com- 
pany is not making any profit. 

Mr. Pertmutter. Is there any reason why our company should be 
asked to do many times more for the Small Business Administration 
than is required from ordinary commercial banks? 

Mr. Mutter. Mr. Perlmutter, let’s not get off the track. 

Mr. Pertmutrer. Excuse me. 

Mr. Mutter. Whether the company is making any money or not, 
one of the items it must pay is its rent, or they are out of business. 

Now, if you have a mortgage on the property and the mortgage 
goes into default because the business could not pay the installment on 
the mortgage, you still have the difference of between the $20,000 re- 
quired to service the mortgage and the $60,000 rent. 

Now, assume they cannot pay it all, certainly they would be able to 
pay a very substantial part of it. 

Mr. Encries. Who is going to pay the rent? The applicant has 
got to pay it. I mean, the $60,000 has got to come out of the profits 
of his company. 

Mr. Mutter. The $60,000 does not come out of the profits. It is 
an expense. The rent has got to be paid the same as they pay for 
their labor. 

Mr. Enotes. But the rent is being paid every month. 

However, there is a way to protect his tax situation and still pay 
the rent. 

Mr. Mutter. You are getting that protection by getting a real- 
estate mortgage. 

Mr. Encies. The only way we can get to the land and building, 
Mr. Multer, is to pick up those two mortgages or force the sale on it. 
Then we would have to take up the two mortgages. 

Mr. Mvutrer. You have $575,000 worth of wa] estate with actually 
only $170,000 of mortgages. $80,000 is subordinated to you. 

Mr. Enewes. $80,000 of debentures. 

Mr. Mvtrer. $325,000 equity is twice as much equity in your second 
mortgage as the amount of your loan. And if you take off the $80,000 
subordination, you have $405,000 equity as against $150,000 loan, with 
machinery which is appraised at liquidating value of $148,000. 
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Mr. Enexies. You have two mortgages, $110,000 and $140,000. 

Mr. Mcuvrer. On two different buildings. 

Mr. Pertmurrer. Yes, but they are now owned by the same realty 
corporation. 

Mr. Mutrer. Yes, there are two buildings. One has a mortgage for 
$110,000——— 

Mr. Pertmvurrer. Approximately—I am not sure. 

Mr. Murer (continuing). And the other has a mortgage for ap- 
proximately $140,000. Therefore, you have $575,000 worth of build- 
ings with $250,000 worth of mortgage, of which $80,000 is subordinated 
to other creditors. Is that correct ? 

Mr. Enetes. $80,000 is in addition. 

Mr. Perimutrer. $80,000 is the debenture bond that Dick Bros. 
owes. 

Mr. Mvuturer. In addition? 

Mr. Pertmurrer. In addition; that is right. 

Mr. Mutrer. So you have $330,000 worth of real estate equity, 
$148,000 as the liquidating value of machinery, for a total of $463,000, 
for a $150,000 monthly amortizing loan. 

Mr. Eneoies. Of course, you understand that this building situation 
only came up this morning. As far as I know, it has not been officially 
offered yet. 

Mr. Pertmurrer. The regional examiner turned me down on that. 

Mr. Murer. Yes, sir; suppose we include in the record that Mr. 
Barnes has sent to us a letter dated March 11, 1955—it is really two 
letters, dated March 11, 1955—with various enclosures with reference 
to the Abbott Iron Works, which will be considered in executive 
session. 

If it is necessary to get in touch with Mr. Barnes for any further 
information, we will contact him. 

We also have a letter dated March 10, 1955, from Mr. Barnes, 
Administrator of the Small Business Administration, addressed to 
the committee, with a copy of a letter of the same date addressed by 
Mr. Barnes to Hon. Coya Knutson; and another dated March 10, 1955, 
being a copy of a letter to Congressman A. S. Herlong, Jr., all of which 
will be incorporated in the record. 

(Letters referred to are as follows :) 

SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., March 10, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, 
Select Committee on Small Business, 
Washington 25, D. C. 

DEAR CONGRESSMAN MULTER: Reference is made to statements before your 
subcommittee by Hon. Coya Knutson and Hon. A. S. Herlong, Jr., of the House 
of Representatives. 

Certain problems concerning this agency’s policies and operations were out- 
lined in Congressman Knutson’s letter addressed to you under date of March 2 


1955, and in Congressman Herlong’s undated memorandum which was addressed 
to the full committee. I have written to Mrs. Knutson and Mr. Herlong set- 
ting forth the results of our investigation of these matters. 

Inasmuch as the aforementioned letter and memorandum were made a part 
of the subcommittee record, may I respectfully request that my responses there- 
to also be included in the official report of the proceedings. For that purpose, 
I enclose copies of my replies to Representatives Knutson and Herlong. 
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I appreciate having had the opportunity to study and to respond to the two 
communications. 
Sincerely yours, 
WENDELL B. BARNES, 


Administrator. 
Enclosures. 


SMALL BUSINESS ADMINISTRATION, 
Washington 25, D. C., March 10, 1955. 
Hon. Cora KNUTSON, 
House of Representatives, 
Washington 25, D.C. 

LEAR CONGRESSWOMAN KNutTSON: Congressman Abraham J. Multer, chairman 
of Subcommittee No. 2 of the House Small Business Committee, has given me 
a copy of your letter to him of March 2, in which yeu state that the Small Busi- 
ness Administration made no loans during the first 4 months of its existence 
and that Minnesota businesses have received no help from the agency. 

I would like to point out that while the Small Business Administration was 
established on July 30, 1953, it did not take over the lending function of RFC 
until September 29, 1953. Thus during its first 4 months of existence, from 
August 1 to November 30, 1953, SBA was handling a lending program for only 
the months of October and November. During October and November loans were 
approved. In fact, on November 16 a loan from your own State of Minnesota 
was approved. It was to the Pine City Development Corp. of Pine City, Minn. 
You realize, of course, that during the first few months of the agency’s life it 
Was necessary to establish policies and procedures and to gather a qualified staff 
to handle the responsibilities given us by Congress. However, in spite of these 
problems during the first 4 months in which our lending program was in opera- 
tion, SBA made 55 business loans and 31 disaster loans. 

As time went on we were able to build a staff to handle the workload and to 
improve our procedures. This resulted in better service to small business all 
over the country. Since the inception of the SBA loan program we have re- 
ceived 107 loan applications from the State of Minnesota, of which 43 were 


approved, 36 declined, 12 withdrawn, and 16 pending as of January 31, 1955. 
The loans approved in the State have been for an amount of $1,530,000. In the 
Ninth Congressional District of the State of Minnesota, SBA hus approved busi- 
ness loans to the following: 


(1) Algot Anderson, Argyle 

(2) Rowell Laboratories, Inc., Baudette 

(3) Walter F. Fankhanel, d/b/a Bemidji Implement Co., Bemidji 
(4) Grinols Implement & Fuel Co., Bemidji 

(5) Ivan Stigen, Fergus Falls 

(6) George Burkel, Greenbush 

(7) Loyd Roy, d/b/a Roy’s Garage & Machine Shop, Mahnomen 


As you know, another major function of SBA is its procurement and technical 
assistance program. To date 43 firms in the State of Minnesota have been 
awarded Government contracts as a result of the Small Business Administration 
joint determination program. Additionally, SBA has referred notices of prime 
contract apportunities to 234 businesses in Minnesota, and there have been 152 
Minnesota firms which have come to our agency for assistance on procurement 
matters. SBA carries on its facilities list 634 Minnesota manufacturers who 
are given every opportunity to bid on Government contracts. SBA is presently 
engaged in preliminary negotiations to establish a management training course 
in cooperation with Moorhead State Teac ers College, Moorhead, Minn. Such 
courses are now being conducted or are scheduled in 51 colleges and universities 
thrvughout the country. 

SBA of course is constantly seeking to provide the greatest amount of service 
to all types of small business and industry in the Nation within the limitations 
of its authority and staff. If you have any particular problems in which you 
think this agency might be helpful, I will be delighted to talk them over with 
you. 

Sincerely yours, 
Wenpety B. Barnes, Administrator. 








496 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


SMALL BUSINESS ADMINISTRATION, 
Washington, D. C., March 10, 1955. 
Hon. A. 8. HERLONG, Jr., 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN HERLONG: Congressman Abraham J. Multer, chairman of 
Subcommittee No. 2 of the House Small Business Committee, has given me a 
copy of your memorandum to his committee, in which you raise questions con- 
cerning the establishment of the Small Business Administration office in Miami 
rather than in Orlando, Fla. 

The decision to place the SBA office in Miami was arrived at only after intense 
study and serious consideration given to all the collectible data concerning the 
business activity and concentration in Florida. Most of the important chambers 
of commerce and industrial associations of Florida submitted data, at our re- 
quest, reflecting the number of business establishments, types of business activ- 
ity, and growth potential in their areas. The determination was made to put 
the office in Miami on the basis of this information and SBA’s desire to place this 
office where it could serve the greatest concentration of business in ie State, 
and at the same time offer the most effective service to all the business commu- 
nity in Florida. One other factor was important. It is necessary for SBA to 
serve Puerto Rico from its Florida office. As you know, presently there is much 
emphasis placed on the economic development of that island. Obviously, a Miami 
office is much more convenient to businessmen from Puerto Rico than any other 
major city in Florida. 

Experience has shown that over a third of all the activity in the SBA office in 
Miami concerns businesses in that area. At first glance it would appear that the 
Miami office is inconvenient for businessmen from western Florida. However, 
SBA has encouraged these people to use the office which is closest to them, in 
this case, Montgomery, Ala. It has been our experience that those business 
people from an area, roughly, bounded by Tallahassee and the western border 
of Florida, use the Montgomery, Ala., office. This same situation would exist if 
an SBA office were located in Orlando. Therefore, the convenience of the small 
firms in western Florida was not a prime factor in choosing the location for our 
State office. Incidentally, Congressman Charles E. Bennett, of Jacksonville, was 
very much interested in securing the SBA Florida office for his city. 

It is certainly true that serious consideration was given to the establishment 
of the SBA branch office in Orlando. In fact, the possibilities were finally nar- 
rowed down to the two cities of Miami and Orlando. Thus the regional director 
in Atlanta was accurate when he advised you that serious consideration was 
being given to the establishment of a branch office in Orlando. 

To my knowleige the Small Business Administration has never received a rec- 
ommendation from the House Small Business Committee that tle office be estab- 
lished in Orlando. We have searched our files and can find here no such 
recommendation. 

As all our newly established branch offices are, the Miami office will be watched 
carefully to see if it is in the best location to provide good service to the busi- 
ness community for which it is responsible in Florida. Should experience prove 
that the office would be better placed in another Florida city, we will certainly 
inake that move. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 

Mr. Mutter. If there is nothing further for us, this hearing will 
now stand in recess subject to call of the Chair. After we have had 
an opportunity to analyze the various documents and other matter 
that has been submitted to us, together with the testimony, we will 
probably set another date for further re 

(The following statements were submitted for the record :) 


STATEMENT OF Hon. Lovis C. RABAUT, A REPRESETNATIVE IN CONGRESS FROM 
THE STATE OF MICHIGAN 


Mr. Chairman and gentlemen of the committee, I appreciate the opportunity 
to appear before this great committee to testify in behalf of the extension of the 
Small Business Administration as an independent agency of the Government 
pursuant to the authority granted by the Small Business Act of 1953. 
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From the outset I should like to state to the gentlemen of this committee 
that I have made a study of the activities of the Small Business Administration 
in general with particular attention to its activities in the Detroit area. I’m 
sure the Administrator, Mr. Wendell B. Barnes, has supplied this committee with 
the factual and statistical data necessary for an understanding of the me- 
chanical operations of this agency; therefore my testimony will endeavor to 
avoid carrying coals to New Castle. 


GENERAL OBSERVATIONS 


The following general observations are discernible : 
1. The agency is still relatively unestablished. 
2. Therefore, its general program has yet to be fully implemented. 
3. The facilities and activities of SBA are not adequately disseminated to 
the small business concerns. 


LEGISLATIVE DEVELOPMENT 


The Congress created SBA slightly less than 2 years ago upon the liquidation 
of the Reconstruction Finance Corporation. I believe the general intention of 
the Congress, at that time, should be stated here as a guide to understanding 
the legislative reasoning for its establishment—and the present need for its 
continuation and possible expansion: 

Public Law 163 (title II, sec. 202): It is the declared policy of the Congress 
that the Government should aid, counsel, assist, and protect insofar as is pos- 
sible the interests of small business concerns in order to preserve free competi- 
tive enterprise, to insure that a fair proportion of the total purchases and con- 
tracts for supplies and services for the Government be placed with small busi- 
ness enterprises, and to maintain and strengthen the overall economy of the 
Nation. 


THE PROBLEM OF CHANGING OVER 


I am sure that the gentlemen of this committee, with their long experience in 
Government and private industry, realize the difficulties inherent in any major 


organizational changeover. I believe it would be safe to state that 6 months is 
not an unreasonable time to affect such a conversion considering the magnitude 
of operations previously engaged by the RFC. I do realize that SBA did not over- 
take all the functions of this organization; but I do feel that it is fair to assume 
that the duties undertaken and the new functions relegated SBA could not be 
reasonably accomplished in 6 months. That would leave the organization ap- 
proximately 15 months to implement a program that heretofore was handled as 
the stepchild of the Department of Commerce. 

Restating briefly my major thesis as regards the length of service of this 
duly created agency of Government I would say that it is too soon to judge its 
effectivness to the general economic welfare of the Nation until it has had a 
reasonable opportunity to warrant its existence. I believe it is too soon to deter- 
mine—it should be given a fair opportunity to prove itself. 


AN UNFULFILLED PROGRAM 


It is my contention that the entire program of this organization (SBA) has not 
been given an opportunity to manifest itself. The general misnomer popularly 
circulated by those who would emasculate the operations of this agency is that 
it is purely a money handout setup for business operations that would be better 
out of existence. As I said this is the impression that is purposely being foisted 
by a vociferous group which is opposed to the general intention of the Congress 
in the creation of this agency. I am sure that this committee has in its hands 
evidence to the contrary that would make arguments of the opponents of this 
agency a paper-thin facade—transparent to those truly seeking ends favorable to 
this country’s economic welfare. 


EXPANSION OF SBA INFORMATIONAL SERVICE 


Ignored in the argument that SBA does not warrant continued operation is the 
much overlooked fact that this organization, aside from the limited period of its 
activities, has had insufficient funds available to make known its program and 
facilities to the small-business concerns. A survey of SBA activities in the 
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Detroit area shows that the agency has been consulted in an impulsive and 
sporadic manner and that the percentage of followup consultations is still very 
low. It is my studied opinion that when the small-business community is made 
aware of the authorized magnitude of this agency's true scope of operation, and 
when the agency is given the funds to properly implement a positive informa- 
tional service, the real effects of this organization’s contribution to the general 
health of small business will only then be fully realized. 


WHY SMALL BUSINESS? 


The future economic welfare of America rests contingently upon many factors 
foremost of which is the continued opportunity of the small entrepeneur to gain 
entrance into the market place alongside the large corporative institutions. 
The progenitor of the mammoth chain store was, not too long ago, the friendly 
community center or better remembered country store—the center of much 
of the folklore of our American culture. The inherent dynamicism of an expand- 
ing industrial America wrought many changes to which we have proudly 
attributed to progress. The shifting and changing nature of such progress is 
not altogether painless; and the path is often strewn with casualties—some 
better discarded; others we cannot afford to abandon. Of the socioeconomic 
institutions which I strongly feel we cannot afford to relinquish in the name of 
progress is that of small business, the true pioneer of our present economic 
and social growth. Contained in the legally adapted phrase, “res ipsa loquitur” 
is adequate substantiation for the preservation of the economic institution of 
small business if our cherished system of free enterprise is to be continued. 


SMALL BUSINESS: THE FORERUNNER OF BIG BUSINESS 


Expanding further on the theme that small business is in most instances the 
advance guard of the larger business enterprises, I should like to quote directly 
from the November 1954 issue of Survey of Current Business, an official publica- 
tion of the United States Department of Commerce: 

“Within broad industry groups the number of firms within each State is 
also closely related to the State’s population and income.” 

This would indicate a fundamental relationship between business density 
and size in any given geographical area. To the pioneer businessman the degree 
of density in any given area would represent the potentiality of a prospective 
location which would warrant his enterprise. So it has been in the economic 
frontiers in the past and, what is important to realize, today still exist. Our 
populaion is expanding in advance of 2 million per year and the national income 
in the past 10 years has increased yearly in excess of $12 million. We currently 
have present the two plus factors necessary for business growth ahd development. 
A survey of our industrial distribution and the trend that it is taking indicates 
a movement into the once sparse, but now expanding, South, Southwest, and 
Northwest regions of our country. The significance of this trend will bare 
itself when we consider that the spade work of this new expansion will be done 
predominantly by small business—not big business. 


THE PATTERN OF GROWTH AND EXPANSION 


Inevitably the pattern of growth and expansion is always preceded initially 
by small groups of limited means and manner of operation. As the new com- 
munity progresses and its economic pattern becomes more complex the fruits 
of this initial enterprise start showing an adequate return. At this crucial 
point, gentlemen, is where the small business either expands from within and 
grows to meet the increased demands of the market or remains stagnant and 
withers. But increased facilities always require increased capital and unless 
the scope of this operation is broad enough to afford an investment increment 
his business future will become a determined quantity. His pioneering efforts 
have not gone unnoticed for soon the larger interests are clocking the traffic 
on his sidewalk, counting the number of customers passing in and out of his 
doors and taking notice of all the visible indexes of his business. His pioneering 
days are over—-his struggle for existence alongside the chain store is now 
at hand. 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 499 


THE ALTERNATIVE OF SMALL BUSINESS 


From the outset I shall choose to ignore the alternative of running away 
from big competition for often times this alternative is not open to the small 
operator who has firmly sunk his roots into the community. We have only to 
jook about us and recognize that there are many small businesses coexisting 
alongside the larger operations. The reason for their continued existence can 
be basically found in their willingness to meet the challenge squarely by apply- 
ing up-to-date business procedures, modern equipment and methods of modern 
business practice. The Small Business Administration, in its short tenure as 
an agency, has demonstrated that it is in the position to make available these 
advanced techniques to the small-business man geared to his particular needs. 
Possibly what is now needed is an expansion of this program in order to increase 
its availability to the small business market. 

In the process of adopting advance business procedures the small merchant 
is often faced with the problem of investment capital to implement his program. 
Being unable to promote an issue of stock in order to acquire funds from the 
open market, he must resort to the local banking institutions which are often 
unable to afford the long term and intermediary loans which are necessary for 
major expansions. Here again, I feel, the Federal Government should shoulder 
the responsibility of making available to the small merchant the funds not 
readily accessible from private financial institutions. The arguments recently 
put forth by the Hoover Commission reports on lending institutions seem to 
minimize the cooperative and concertive procedures employed by SBA in its 
lending activities. I am sure the Administrator has made clear this agency’s 
procedures in regard to its lending policies. The important thing to remember 
in this question of helping small business financially is that the “little guy” 
gets the needed capital when he needs it and in a manner he can afford to 
accommodate. If private banking institutions are unwilling or unable to do 
the job, then I feel it is the proper task of Government. I hold the view that 
the continued existence of the small merchant will serve as a symbol to our 
free competitive system of enterprise and a virile stimulant to our economy. 

Therefore, gentlemen of this committee, I commend to your deliberations a 
recommendation that this agency's life be extended on the basis of the funda- 
mental belief that small business occupies an integral position in our national 
economic welfare and, therefore, it is incumbent upon us to insure a climate 
favorable to its continued growth and existence. The maintenance of a Federal 
agency dedicated to this belief, I feel, is strongly advisable. 

Thank you. 


STATEMENT BY CONGRESSMAN GEORGE HUDDLESTON, JR., BEFORE THE SUBCOM MITTEE 
ON THE SMALL BUSINESS ADMINISTRATION, THE SELECT COMMITTEE ON SMALL 
BUSINESS 


Small business is the backbone of our free-enterprise system. It embodies the 
spirit of our American way of life. The fact that an individual can strike out 
on his own, start his own business and make a success for himself and his 
family is a vital factor in the past and future strength of our democracy. 

In our complicated economy of today, small business faces many hazards. It 
could become strangled through the sheer bigness of organizations around it—big 
business, big Government, and big labor. Safeguards must be set up to protect 
the interest of the entrepreneur, the little-business man. The Small Business 
Administration has played a vital role in keeping small bux nesses alive and 
healthy. The informative booklets put out by SBA have proved most helpful 
to me and my constituents in solving some of the problems of small businesses. 
The services performed by this agency have helped to cut redtape and put 
some of our small-business men on the right track. I strongly urge that the 
services of the Small Business Administration be continued and strengthened. 
In particular I feel that the loan power should be increased and broadened. 

If we want to insure the continued prosperity and economic growth of this 
vigorous country of ours, we must not forget the vital role of the small-business 
man. 
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CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., March 17, 1955, 
Hon. ABRAHAM J. MULTER, 
House of Representatives, 
Washington 25, D. C. 

Dear CONGRESSMAN MUuLTER: I have your letter informing me that your Sub- 
committee on the Small Business Administration and Problems Related to Pro- 
curement, Loans, Disposal is to hold hearings on the operations of the Small 
Business Administration established by Public Law 163 during the Ist session 
of the 88d Congress. 

As you know, I was a member of the House Small Business Committee during 
the last Congress. As a former member of this committee and as a Congressman 
responsible to the many small-business men in my district I am very much in- 
terested in the activities of the Small Business Administration. It has always 
been my conviction that small-business concerns are confronted by problems 
which are peculiar to their operations and, accordingly, need special assistance 
in assuring themselves fair and equal consideration when doing business either 
in the private market place or with the Federal Government. 

For some time small firms have encountered difficulties in securing a fair 
share of military prime contracts or in obtaining subcontracts arising from 
procurement of items not suitable to performance by small firms. In addition, 
these firms have needed assistance in settling differences in contract adminis- 
tration, specifications, termination, and other matters. 

Of perhaps greater importance to small business have been the obstacles con- 
fronting their desire to secure adequate borrowed capital. In this respect, as 
I am sure you are well aware, our tax system leaves most small firms with in- 
sufficient funds to finance plant expansion, increase working capital require- 
ments, or to improve products and markets. 

While undoubtedly last year’s tax revision had some ameliorating effect and 
a portion of small business financial requirements of such firms are met through 
private banking institutions, many instances arise where a small bank is unable 
to advance the amount of funds necessary, or for the length of time desired. 

Finally, | might mention the need for one centralized agency, independent of 
all other departments, to act as a spokesman and advisor on small-business 
matters. 

In this respect I have personal knowledge of many instances where the 
agency has provided assistance and advice in the establishment of more effective 
small-business programs among the other Government agencies. 

Through its regional offices and regional advisory boards, comprised of suc- 
cessful local small-business men, the agency also renders direct assistance to the 
community. By this means it also receives advice as to what the problems are 
for any particular area and how the agency’s programs may more effectively 
cope with these problems. 

SBA is truly a small business agency and affords the only effective means of 
supplying small firms with financial, technical, and managerial service on a 
nationwide basis. 

In reviewing the record of the Small Business Administration in my district 
and for the country as a whole, I find that since the agency’s inception in 1953 
applications for financial assistance have totaled some $272 million. Of this 
amount some $71 million of applications have been approved, under both the 
business and disaster loan programs. Translated into individual actions, some 
5,900 applications have been received and approximately 2,300 applications have 
been approved under these programs. 

I certainly believe that the operations of the SBA financial program to date 
indicate very clearly that not only is there a continued need for credit but that 
the agency has already done a commendable job in supplying these funds. 

The Small Business Administration had, as of January 25, initiated 3,794 joint 
determinations totaling $595,918,869 of which 3,414 were agreed to by the military. 
As a result of these actions, some 2,791 contracts totaling $188,055,552 were 
awarded to small business. 

It is extremely important that in today’s highly competitive market, an. op- 
portunity be provided small firms to obtain contracts through complete or partial 
set asides. Undoubtedly, this program has permitted small firms to obtain 
many millions of dollars of business which they would not otherwise have 
received. 
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In its other procurement programs the agency provides necessary assistance 
which small firms would not be able to obtain elsewhere and which has enabled 
them to increase their share of the market and to maintain their work force. I 
am referring specifically to the agency’s program to assist small firms obtain 
prime contracts or subcontracts. SBA field offices have made nearly 200,000 
referrals of prime contract opportunities to small firms with suitable facilities to 
bid on them. In addition some 18,000 referrals have been made to subcontractors 
while other thousands of small firms have received assistance in having their 
names placed on bidders’ lists or have been referred to procurement agencies as a 
source of supply. 

The past activity of the agency among its several programs and the favorable 
comment received from small-business men as to their effectiveness convince 
me that valuable assistance has been rendered. 

I believe your committee should recommend to the Congress not only an ex- 
tension of the life of the agency but should encourage the expansion of all of 
its programs. 

It will be appreciated if this letter can be made a part of the current hearings. 

Sincerely yours, 
Craig HOosMEr, 
Member of Congress, 18th District, California. 


CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washington, D. C., March 25, 1955. 
Congressman ABRAHAM J. MULTER, 
House Select Committee on Small Business, 
House Office Building, Washington 25, D. C. 


Dear CONGRESSMAN MULTER: Please permit me to state that the operation 
of the Small Business Administration has been helpful in my district. 
It is my opinion that this Administration should be continued with special 
emphasis being placed upon the products assistance program. 
Sincerely yours, 
RaLPo Harvey, 
United States Representative. 


— 


CONGRESS OF THE UNITED SPATEs, 
House or REPRESENTATIVES, 
Washington, D.C. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Select Committee To Conduct a Study and 
Investigation of the Problems of Small Business, House of Representa- 
tives, Washington, D. C. 


Dear Mr. MULTER: One of the great deficiencies in the Alaska economy is 
venture capital. It is entirely correct to say that the economic progresses would 
have been multiplied many times had such capital been available over the years. 
The Alaska banks, although growing steadily in respect to assets, are under- 
standably unable to meet capital needs for the establishment of new businesses 
and new industries. 

When the Reconstruction Finance Corporation was in existance it served as 
the principal capital supplier of Alaska and its withdrawal left a gap in the 
business structure for which there has been no bridging. Now development loans 
come either from Alaska banks themselves or from Alaska banks cooperating 
with those in the States, principally on the Pacific coast, and from the Small 
Business Administration. The SBA has not participated very actively in the 
Alaska scene, or at least I am so informed. Although it is understood that this 
agency is not intended to take the place of the RIC, notwithstanding there is a 
very real need for its wore active assistance to Alaska business and industry. It 
is my conviction that it will be virtually impossible to fill this need until and 
unless a branch office is established within the Territory. That would bring 
about an impetus and an interest now lacking. Alaska’s natural resources are 
there to be developed. The labor can be had. All that is lacking is capital and 
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even if it is tc be in small measure, the SBA could with the functioning of a 
local office play an important part in the making of loans available for sound 
purposes. 
With highest regards, I am 
Sincerely yours, 
E. L. BARTLETT. 





COMMONWEALTH OF PvuERTO Rico, 
Economic DEVELOPMENT ADMINISTRATION, 
San Juan, P. R. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, 
House Select Committee on Small Business, 
House of Representatives, Washington 25, D.C. 


DEAR CONGRESSMAN MULTER: As you realize, we are proud of our homegroww 
efforts, which we call operation bootstrap, to accelerate the economic develop- 
ment of this island. In addition to bringing investment opportunities to the 
attention of mainland capital, we have also tried to assist local businessmen in 
improving their technical proficiency and their sales potential. The Common- 
wealth government believes it necessary to engage in these activities in order 
to solve our employment problems. This we have done almost exclusively 
through our own resources. At various times, however, our staff has looked ( 
longingly at the efforts of the Small Business Administration to help small- 
business men throughout the rest of the country. The natural question that 
arises is: Why can’t the small-business men of Puerto Rico receive the same 
assistance which the Congress provided? The answer seems to lie in the distance ] 
barrier between our small-business men and the offices of the SBA. 

The small-business men of Puerto Rico are no less subject to the special prob- 
lems of credit, procurement, and management problems than are the small- 


ih 


business men of the mainland. A regional office of SBA located in Puerto Rico ( 
is necessary if SBA is to provide effective assistance to our small-business men. ( 
Such an office could make it possible for local financial institutions to participate : 
in meeting the special credit needs of small-business men. An SBA office could I 
also become the means by which our small-business men learn about current 
Government procurement opportunities in time to submit their bids, are helped 
to get on bidders’ invitation lists, find avenues for subcontracting opportunities, 1 
and benefit from the technical and management advice which would supplement t 
that now provided by EDA to local entrepreneurs. 1 
Those of us who had the opportunity to meet with you were impressed with 
your interest in our problems, and with your quick grasp of the Puerto Rican é 
situation. Now that you have seen for yourself what we are trying to do down t 
here, I feel sure that you will be able to explain to your colleagues and to the t 


Small Business Administration—much better than we—our needs and our aspi- 
rations. We shall, of course, be most grateful for your efforts. 

I also wish to take this opportunity to repeat the offier I made during our t 
conference on April 7. The Commonwealth government will be glad to help ] 
offset some of the costs of a regional SBA office in Puerto Rico by providing ] 
the physical office space and secretarial assistance, if SBA will provide the { 
necessary professional manpower for such a regional office. 


Sincerely, ‘ 
L'eoporo Moscoso, Administrator. 1 

(Whereupon, at 3:40 p. m., the subcommittee stood in recess, sub- : 
ject to the call of the Chair.) 
{ 
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WEDNESDAY, MARCH 30, 1955 


Untrep Srares House or RepresENTATIVES, 
SuscomMITrEE No. 2 oN GOVERNMENT PROCUREMENT, 
DisposaL AND Loan ACTIVITIES, OF THE 
SeLttct CoMMITTEE ON SMALL Business, 
Washington, D.C. 

The subcommittee met, pursuant to call, in room 129, Old House 
Office Building, at 10 a. m., Hon. Abraham J. Multer (chairman of the 
subcommittee) presiding. 

Present: Representatives Multer (chairman of the subcommittee), 
Riehlman, and Seely-Brown. 

Also present: Irving Maness, subcommittee counsel. 

Mr. Motrer. This hearing is called this morning for the purpose 
of complying with the suggestion of Mr. Barnes that he address the 
committee in executive session with reference to the loan application 
that was filed in the regional office in New York on behalf of the Ab- 
bott Iron Works, Inc. 

In addition to the members of the committee, and committee counsel, 
we have in attendance here this morning Mr. Barnes, the Adminis- 
trator, Mr. Engles, the Deputy Administrator, and Mr. McCallum, 
Deputy General Counsel ; and we also have here Mr. William B. Burke, 
attorney for the Abbott Iron Works, Inc., who represented as at- 
torney the Abbott Iron Works, Inc., in connection with the application 
filed under No. S. B. A. Docket L—120, 423-NY. 

There is some question raised with reference to the manner in which 
this loan was handled. And, upon inquiry of Mr. Barnes, he sub- 
mitted to us in writing his explanation of the matter. At the public 
hearing, when further inquiries were addressed to him he suggested 
that further explanation be given to the committee in executive ses- 
sion before it is spread upon the public record, if it shoul be spread 
upon the record at all. 

That will be determined, of course, by the committee after we have 
heard all the testimony. 

Before asking Mr. Barnes for any statement, I would like to have 
him indicate whether or not there is anything that he intends to tell 
the committee this morning that Mr. Burke, as attorney for the appli- 
cant, should not hear. 
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504 SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 


STATEMENT OF WENDELL BARNES, ADMINISTRATOR, ACCOM- 
PANIED BY W. NORBERT ENGLES, DEPUTY ADMINISTRATOR; 
AND PHILIP McCALLUM, DEPUTY GENERAL COUNSEL, SMALL 
BUSINESS ADMINISTRATION—Resumed 


Mr. Barnes. I think not. 

Mr. Burke is the attorney of record for the borrower. There is noth- 
ing that I have to say about this loan that I would not want him to 
hear. 

I have some doubt, however, as to the desires of the committee to 
put any or all of my testimony in the public record, because we may 
get into the field of separation of power between executive and legis- 
lative, and I want to cooperate with the committee. My sympathies 
are very much with the legislative branch, as you know, because I 
served in the legislature myself. Yet, we may come to an area where 
I may have to refuse to be more specific than I think it is possible for 
me to be. 

What I proposed to do was to discuss with the committee some other 
instances which do not pertain to this particular loan, and then give 
you a specific account of all that I can about this loan, and then, if you 
have any questions to ask, I will either answer them or, if I believe 
that I shouldn’t answer them, I will say so at that time. 

Mr. Mutter. I think what we ought to do before we get into any 
other loans is at least clear up the matter as to this specific loan. If 
there is anything you think the committee ought not to hear about it, 
why, then, of course, it is your prerogative to make that reservation, 
and then it will be up to the committee to decide whether or not it is 
such a matter as we ought to hear, or not. 

I know you don’t want to get into a controversy with us, and we don’t 
want to get into a controversy with you. As the committee has hereto- 
fore indicated, we are not going to act as loan officers in any particular 
instance. But we are going to review, as far as possible, what loan 
officers do to determine whether or not they are complying with the 
law and the intent of Congress as written into the law and as expressed 
through the committees of the Congress, either in reports or at execu- 
tive sessions. 

Mr. Barnes. I had nothing in mind in discussing in detail any other 
loans, but I thought I could illustrate to the committee the problem by 
discussing other situations. 

Mr. Muurer. Suppose I address some specific questions to you with 
reference to the Abbott Iron Works’ application so as to clear up the 
record and to clear up the doubts that are in our minds as to the matter, 
and then you can add to that, if necessary, and the committee members 
can ask any additional questions. Or, if at the present moment, any 
of my colleagues differ with what I have said thus far, they may tell me. 

Mr. Rreximan. Mr. Chairman, I am not differing with your posi- 
tion. I know you are interested in getting facts in connection with 
the case. But I want to say this to vou and Mr. Barnes and the rest 
of the members: I am not familiar with the case myself, I think coun- 
sel and you have more information about it. So I will have to leave 
the discussion as to the development of the facts to the chairman until 
we see what we have. I am certainly in no position at the moment to 
ask any questions, because I am not familiar with it. 
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Mr. Barnes. Mr. Chairman, maybe we could start with the letter 
of March 11, which would give the rest of the committee the back- 
ground of the loan, and then, if you wish to ask specific questions, we 
could go on from there. 

Mr. Mutter. You may proceed, Mr. Barnes. 

Mr. Barnes. Since the committee has this in its files, there is prob- 
ably no need to read it. 

Mr. Murer. Suppose we do this, to get a coherent record. Let me 
state the problem, as I think it confronts the committee. 

The Abbott Iron Works, Inc., filed an application for a loan with 
the New York regional office. The amount of the application as put 
in final form was $30,000. There were, I believe, negotiations and 
conferences for a larger sum, but it was finally agreed that $30,000 was 
the amount they should apply for, with the greatest likelihood of that 
loan being aproved in that amount. 

There was to be a participation in the loan by the Trust Co. of North 
America, 115 Broadway, New York. The participation was to be 
to the extent of $15,000, or 50 percent of the loan. The maturity was 
to be 5 years from the date of the note. It was to be amortized at $500 
principal per month, together with interest at a rate of 6 percent per 
annum. 

Mr. Burke. May I interrupt there? 

Mr. Mvuurer. Yes. 

Mr. Burke. The participation was for 25 percent, not 50 percent. 

Mr. Mutrer. Thank you for the correction. 

The Small Business Administration had previously issued a regu- 
lation delegating to the regional office—the date of the promulgation 
of the regulation was June 28, 1954, and the regulation provided that 
in loans where there was bank participation of not less than 25 percent, 
regional offices were to be authorized to receive and approve the appli- 
cations in amounts not exceeding $50,000 to any one borrower. 

The only Washington office clearance required was to obtain tele- 
graphic advice approving the name and address of the applicant, the 
type of business, and the use of the proceeds, with the further limita- 
tion that regional offices would not be authorized to approve any loan 
which had theretofore been disapproved by the Washington office. 

In accordance with that directive, the New York regional office did 
approve this loan for $30,000, and did receive before the approval the 
telegraphic or teletype advice approving the loan as to name, address, 
type of business, and purpose of the proceeds. 

After the New York regional office had authorized the loan, at the 
request of the participating bank the regional office addressed a letter 
to the participating bank advising that it had approved this loan, and 
indicating that it was at that time appropriate for the participating 
bank, the Trust Co. of North America, to advance as a temporary loan 
to the applicant the sum of $15,000, which it, the bank, could repay to 
itself out of the proceeds of the $30,000 loan, when the loan check was 
issued after all of the papers were put in proper order and the condi- 

tions of the loan were met by the loan applicant. 

Mr. Barnes. Mr. Chairman, is that exactly what it said there? 
That is not my understanding of it. 

Mr. Mutter. Let us put in the record the letter of December 30, 
1954, addressed to the Small Business Administration regional office, 
over the signature of the president of the bank, Mr. C. D. Runyon, in 
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which he recites that he is considering making this interim loan, and 
wants to be assured that the loan, the $15,000 interim loan, which will 
be on a demand basis, may be paid off from the proceeds of the $30,000 
loan which is to be made by SBA and the bank, in accordance with 
the application filed. 

That letter will be made a part of the record. 

(The letter referred to follows :) 


DeEcEMBER 30, 1954. 
Re Abbott Iron Works, Inc. 
Docket No. L—120,423, N. Y. 


SMALL BUSINESS ADMINISTRATION, 
New York 19, N. Y. 
(Attention Mr. A. M. Horner, Chief, Financial Division.) 


DEAR Mr. HORNER: We are considering making an interim loan, in the amount 
of $15,000, to Abbott Iron Works, Inc., to assist them during the period that it 
will probably take before the formal authorization on the SBA loan, which has 
been applied for and, I understand, has been approved, comes from Washington. 

We want, however, to be assured that this loan, which will be on a demand 
basis, may be paid off from the proceeds of the $30,000 loan which we are to make 
with SBA participation. Will you please give me this assurance so that I may 
have it, in writing, in my files. 

I know that you have been extremely helpful in expediting the work in connec- 
tion with the SBA loan, and I hope you will forgive me for another little push— 
time is of the essence, as Abbott Iron Works, Inc. is very anxious to continue 
the work without slowup or interruption. 

Very truly yours, 
C. D. RunyYAN, President. 


SMALL BusINESS ADMINISTRATION, 
New York 19. N. Y.. December 29, 1954. 
Re Abbott Iron Works, Inc., Docket No. L—120,423 N. Y. 


TrusT COMPANY OF NoRTH AMERICA, 
New York, N.Y. 
(Attention: Mr. C. D. Runyan, President.) 


Dear Mr. RuNYAN: We have been authorized to advise you that the subject 
loan authorization will contain the terms and conditions recommended by this 
office. No unusual conditions will be included. 

You are accordingly informed that the authorization will generally cover the 
following: 

Amount : $30,000 for working capital. 

Maturity : 5 years from date of note. 

Repayment: To be amortized at $500 monthly principal installments 
together with interest at 6 percent beginning 1 month from date of note. 

Other conditions: Capital expenditures not to exceed $3,000 in any year 
without the prior written consent of the bank and SBA. 

Disbursement to be made from time to time or all at one time at the 
discretion of the bank and SBA. Applicant to submit its check(s) drawn 
to the order of the various trade suppliers on account of sums owing to them, 
in the aggregate overall amount of not less than $20,000. 

Such other usual conditions as personal guaranties, standbys, compensa- 
tion and management agreements. 

As previously advised, disbursement under the authorization will be contingent 
upon applicant’s compliance with the terms and conditions contained in the for- 
inal authorization. 

Very truly yours, 


A. M. Horner, 
Chief, Financial Division. 
Mr. Barnes. Then receipt of that letter was acknowledged ? 
Mr. Mctrer. Yes. The acknowledgment from the regional office 
to the bank, dated December 30, 1954, I will also put in the record. 


aad 


————— ee 
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( The letter referred to follows :) 
SMALL BUSINESS ADMINISTRATION, 
1790 Broadway, New York, N. Y., December 30, 1954. 
Re Abbott Iron Works, Inc., Docket No. L—120, 423-NY. 
Mr. CHARLES D. RUNYAN, 


Trust Company of North America, 
115 Broadway, New York, N. Y. 


Dear Mr. Runyan: Thank you for your letter of December 30 regarding the 
Abbott Iron Works, Inc. 


This will confirm the second paragraph of your letter in which it is stated 
that your temporary loan to the subject company may be paid from the proceeds 
of the SBA loan of $30,000, in which your bank was good enough to participate. 

We appreciate your cooperation in this connection. 

Very truly yours, 


ALEXANDER M. HORNER, 
Chief, Financial Division. 

Mr. Muurer. Then the bank did advance the interim loan of $15,000, 
and then the next thing that happened, and correct me Mr. Barnes, 
if I am wrong, is that the applicant and the bank were both advised 
that the Washington office, not the regional office but the Washington 
office, had disapproved the loan. 

Mr. Barnes. I don’t believe it was, in so many words. In other 
words, I think that was verbal in New York, as far as I know, and 
that was not the instruction. 

Mr. Murer. I was then contacted about the loan by Mr. Runyan, 
the president of the bank. It so happens that although I have been 
a depositor in that bank for some 15 or 20 years, I had never met 
Mr. Runyan up to that moment, I had never met him, the president 
of the bank, or any of its officers. Mine was strictly a depositor- 
banker arrangement, I never applied to them for any credit for myself 
or my firm or for anyone else for that matter. So I had no occasion 
to meet any of the officers. 

So, even though I had been a depositor in the bank, Mr. Runyan 
was, to all intents and purposes, a total stranger to me. 

He or Mr. Burke, the attorney for the applicant, called me asking 
for an appointment to see me, and they came to my New York office 
and did see me, and set this whole matter before me. 

Whereupon I telephoned first to the regional office and then to 
the Washington office to find out, one, were the facts submitted to me 
correct, that is, as already indicated up to this point; and, two, if 
they were correct, why did the Washington office override the New 
York office ? 

The information I received from the New York office and from 
the Washington office was that the best interests of the Government 
required that this loan be turned down. 

I stated to New York, when they told me that they were acting 
under orders from Leramgge 0g. that I would then, of course, find 
out from the Washington office what the story was. They also told 
me at the New York office—I think I spoke to either Mr. Benedict 
or Mr. Horner, or both—it was more than one conversation on the 
telephone, as I recall, and I asked them to give me the reason. And 
they gave me the reason, that Washington said it was not in the best 

62408—55——-33 
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interests of the Government. They couldn’t explain to me what that 
meant. 

They then told me that they were under instructions not to give 
any reasons other than that as the reason for turning down the loan, 

I then called the Washington office of SBA and spoke to Mr. Barnes 
about the matter. I asked Mr. Barnes whether or not the facts were 
correct, and if they were, why was the loan turned down. 

Mr. Barnes also told me that the best interests of the Government 
require that the loan be turned down. 

I said that I would not take that answer, and I was sure the com- 
mittee would not take that answer. I said if there was any reason 
such as subversion or disloyalty or security involved, or something 
of that nature, that then we would not attempt to go any further, 
but we did have to know what the facts were, we were not going to 
inquire as to whether he did the right thing in turning down the 
loan, but we did want an answer other than the phrase “the best in- 
terests of the Government so require.” 

“Now, if there is an FBI report on these people that indicates they 
are not entitled to a loan,” I said to Mr. Barnes, “we don’t want to 
know the contents of the report, but we do want to know the ultimate 
facts which will cause us to agree—” that is, the committee to agree— 
“that the best interests of the Government require that this loan be 
turned down.” 

Mr. Barnes stated that he intended to go to New York within the 
next day or two and make further inquiries with reference to the 
matter, and then he would contact me again. 

The next thing I heard was from Mr. Runyon, who told me that 
Mr. Barnes had been there and had seen him, and that the loan had 
now been approved and was to be disbursed. 

Now, I understand that Mr. Barnes has testified on the record here- 
tofore that this case, or this matter, is one of its kind, there has been 
no other similar instance of the Washington office reversing the action 
of a regional office—am I right, sir?—on matters where delegation 
of authority was made to a regional office. 

Mr. Barnes. I don’t recall my exact words. What I meant to say 
was that there had been no case of the Washington office reversing 
the field office on credit matters alone. There have been other in- 
stances where we have consulted with, and perhaps furnished infor- 
mation to, the regional office which may have caused them to change 
what otherwise would have been their decision in connection with a 
loan. I didn’t mean to make a flat statement that we had never inter- 
fered in any way with the making of a loan under delegated authority. 

Mr. Mutter. I don’t intend to infer that. We don’t intend to con- 
strue that the regulations provide that the Washington office may not 
confer with a regional office or that information may not be exchanged 
or that a regional office may not send something to Washington that 
may cause them to change their mind. 

Mr. Barnes. What I meant to say was that in no case had we re- 
versed the judgment of a field office under delegated authority. 

Mr. Murer. What this committee would like to know is whether 
or not, after the regional office approved the loan, there was a dis- 
approval of the loan. 

Mr. Barnes. I will have to testify in detail. 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 509 


I think it would help if I gave you some background material so 
that you will have a better understanding of what the phrase means, 
that it is not in the best interests of the Government to make loans, 
which was the em of your question originally. 

When a field officer sees an application, they alo obtain telegraphic 
clearance by sending in the name of the borrower, the amount of the 
loan, the address, the proceeds, and a few days later other information 
which is assembled on file cards at the time of the interview with the 
applicant. 

Now, our Washington office reviews that, first, for size standards, 
the reason being that in such a complicated economy as ours there can 
be all kinds of interlocking directorates and other things that might 
make a company not eligible as small business. And it is not possible 
to have all that information on all companies in all the field offices. 
So our economists and other people here are unable just from the 
name of the company and its address to give a clearance as to eligi- 
bility. 

Furthermore, the amount of the loan and the purposes are likewise 
reviewed for eligibility under the law, and the an policy. 

Thereafter, the field office proceeds with all credit information. 
However, we in Washington do, from the information that is fur- 
nished us by the field office, check the borrower and some of the officers, 
if it is a corporate entity that is applying for a loan, and not in just 
one phase of the Government but in a number of places, and make 
certain that it is a proper person, proper entity, to receive assistance 
from the Government. 

As background material, I assume that there would be no disagree- 
ment that we should not make a loan or should not use Government 
funds to be advanced to a company where the officers are either at the 
time or recently have been engaged in criminal activities of some kind 
which are known or can be heolied by us, likewise if they have ever 
been in difficulty contractually with the Defense Department or other 
agencies of the Government we would be by law, perhaps, precluded 
from giving them assistance. 

And then, insofar as subversives or other people of that sort are 
concerned, if they are members of organizations which are dedicated 
to the overthrow of the Government, we shouldn’t advance Govern- 
ment funds to them which might, in turn, be used against the Gov- 
ernment. 

Now, this information is developed in some cases from confidentia] 
sources. It has to be evaluated and passed upon. This would be a 
simple task of loaning money if we could assume that every business- 
man in the United States was not involved in any past history that 
would make him the sort that should not receive Government funds. 
But that isn’t the case. 

I attempted to have that evaluation made by other agencies, so we 
can stick completely to credit matters, and have been advised officially 
that that is a delegation that I cannot make, the decision must be made 
by myself as Administrator—I can have assistance within the agency 
from our General Counsel’s staff, and other people, in making the 
evaluation, but the decision must be mine. It is not possible to dele- 
gate that to the regional offices, because the information isn’t avail- 
able to them out there, it is just simply not collectible in the field 
offices, 
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Nor is it a simple matter in other cases, which I can relate to you, 
where we have developed the information, from criminal records, for 
instance, which are a part of the public records, where a man has lived 
in one State and has been convicted of receiving and selling stolen 
property and violations of other Federal statutes, has been tried, 
sentenced, and convicted, and has served time and been paroled, and 
then has gone to other States, changed his name, and applied for a 
loan under the other name—those cases are uncovered in the process 
of checks that we go through. 

There have been further cases in which an apparent criminal record 
was in evidence, but it was developed that perhaps the crime occurred 
at the time when the man was in his teens, and he had long since served 
whatever punishment—perhaps he was never actually sentenced to a 
penitentiary, but after that he had lived a life that indicated that he 
was now a good citizen. 

So this is a field in which discretion must be used. 

Now, I have sought to have the freedom to give information about a 
banker or a borrower, the specific information that the chairman 
requests, but I have been advised by counsel that in these circumstances 
where the information is developed from confidential sources and 
comes to us only because we are given access to the confidential files 
with the understanding that we will not make public those files or in 
any way use them, then if I conclude that the loan should not be 
granted to that person, the only reason that I can give for that action 
is that it is my decision that it is not in the best interests of the Gov- 
ernment to make the loan, and I can make no further explanation. 

Mr. Mutrer. Assuming that you have information that John Doe, 
the applicant for a loan, “has a criminal record, would you not send 
for John Doe and say, “Mr. John Doe, we have evidence that you 
were convicted of the crime of such-and-such and so-and-so. Are you 
the person involved?” Wouldn’t you at least confront the applicant 
with the information; I purposely take the name John Doe, because 
it means that there are hundreds of people using the same name, or 
known by the same name? 

Mr. Barnes. In the case of a criminal matter, yes, sir. It depends 
on where my source of information is. If it is from a confidential file, 
then I cannot discuss it with the borrower. 

Mr. Mutter. But if it isa conviction, it is a public record. 

Mr. Barnes. If it isa public record, then I can. 

Mr. Murer. If it is a matter of subversion, then without disclosing 
the source, you might make discreet inquiries of the applicant to 
see whether or not he is the same person about whom the informa- 
tion is concerned. 

Mr. Barnes. It is not possible to do that, sir, because I am under 
an absolute injunction not to do it. 

Mr. Mutter. Let’s apply what you have just said to the specific 
instance. And thus far we have no f: at my 





colleagues agree with me—we have no fault to find with the pro- 
cedure you have just indicated. 

Now, to apply that procedure, the information filed by this ap- 
plicant shows, in the first instance, I believe—correct me if I am 
wrong—that this applicant has done thousands of dollars worth 
of work for the Army, the Air Force, the Atomic Energy Commis- 
sion, and has been screened by all those branches of our Govern- 
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ment. Isn’t that a part of the record in this case, of the appli- 
cant’s record, part of his loan record before the granting of the 
loan ¢ 

Now, let me take my statement as an assumption of fact, that 
the loan record indicates that. Did you have anything presented 
to you or to the regional office before or after the approval by the 
regional office that ‘indicated that they had misinformed the agen- 
cy, that they had not done work for the Army, the Air Force, or 
the Atomic Energy Commission, that they had not been screened 
by those branches of the Government, or, having been screened, had 
been found wanting as either security risks or defaulters, or some- 
thing of that kind? 

Mr. Barnes. My answer is, “Yes.” Under the act and the dele- 
gation of authority which comes to me, the fact that a particular 
person before us had done work or been in any way examined by 
another agency of the Government would be a fact that I would 
take into consideration, but which is not binding upon me and does 
not relieve me, in the final analysis, of making a decision. 

‘Mr. Murer. We will agree with you. But did you have any- 
thing to the contrary of what was shown by these screenings? 

Mr. Barnes. If you will let me develop the facts, I will go ahead 
and refer to this letter which I wrote to the committee with ref- 
erence to the Abbott Iron Works. 


About the middle of November 1954——— 


Mr. Muturer. Suppose you identify those letters. They have al- 
ready been made part of ‘the record. The letter of March 11, 1955, 
to the committee with reference to this very loan ? 


Mr. Barnes. Yes. 

Mr. Mutrer. Now, there is nothing in this letter that can’t be 
made part of the record ! 

Mr. Barnes. No, sir. 


About the middle of November 1954, Mr. C. Dewey Runyan, president, Trust 
Company of North America, and Mr. William Burke, attorney for the Abbott Iron 
Works, Inc., came to the New York regional office for a conference with Mr. 
Alexander M. Horner, chief financial specialist, to discuss the proposed ap- 
plication of subject company. Mr. Runyan asked Mr. Horner if it would 
be possible for one of the Small Business Administration technical specialists 
to appraise the fixed assets of this company, since the bank had no employees 
on its staff to make such an appraisal. He indicated that if this were done 
the bank would file an application with the Small Business Administration for 
a deferred participation loan to the subject company. This appraisal was 
made on November 19, 1954, by Mr. J. A. Schneider, an industrial specialist 
in the New York regional office. 

On December 10, 1954, the application was filed by the bank in the New York 
regional office of the Small Business Administration. On December 16, 1954, 
the subject company sent the Small Business Administration a letter explain- 
ing the reason for a loss for the year 1953. On December 20, 1954, the loan 
application was approved by the regional director, Mr. J. Frederic Benedit. 
(Please note that the loan in this instance was authorized in only 10 days after 
the filing of the application.) On December 21, 1954, Mr. Alexander M. Horner 
advised Mr. Runyan by telephone that the application had been conditionally 
approved, subject to terms and conditions which would be set forth in the formal 
loan authorization papers. 

_un response to a request of Mr. Runyan, Mr. Horner wrote him on December 
22, 1954, enclosing blank copies of the Small Business Administration participa- 
tion agreement form, since Mr. Runyan had indicated he desired to have his at- 
torneys examine them. In the last paragraph of this letter, it was stated, 
“This is informatory only and disbursement of the loan proceeds are subject to 
the borrower’s compliance. * * *” 
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Let me stop reading and interlineate something there. 

The legal significance of a loan authorization is that it is not a con- 
tract in itself, but it is not binding on the agency ; it indicates the terms 
and conditions under which the agency will make a loan at the time of 
the closing of a loan. 

Now, banks and their counsel understand that, and so do most bor- 
rowers. In fact, there are various places in there where that is clear- 
ly indicated to them. In this case Mr. Runyan, in January, at the 
time of the discussions about this, said: 

I understand that the agency is not bound on this loan until closing. I under- 
stand that as a technicality you are not bound on this particular loan. And 
it is not intended that the authorization be more than a statement of the condi- 
tions under which the loan will be made. 

Now, I think that is important, because the fact is that we were not 
bound on this loan until it was finally closed in March. 

However, it is our policy—and I want to be clear about this—that 
we intend, unless there is a change of conditions or some such conse- 
quence that the authorization becomes almost meaningless; we in- 
tend to adhere strictly to our acts as indicated in those authoriza- 
tions. 

With that explanation 

Mr. Mutrer. Stop there a moment, sir. 

Mr. Barnes. All right, sir. 

Mr. Muurer. After you have advised the parties concerned that the 
loan has been approved and the disbursement of the loan is ready, sub- 
ject to the borrower’s compliance, that is, execution of the various 
documents that you require him to execute, do you want the committee 
to understand that even after the applicant goes to the closing and sub- 
mits to you every last document properly executed, you still reserve the 
right up to that moment to say, “You cannot have your money.” ? 

Mr. Barnes. Yes, sir; with this reasonable addition: that it doesn’t 
become a contract until you actually - the closing papers. And 
banks themselves do not regard it—we have repeated instances, 1 or 
2 this week, where a bank far along in the transaction will withdraw, 
indicate that they will not proceed, and nothing binding has occurred 
until the loan actually is closed by the signing of the papers. 

Mr. Mutrer. And that means that in the case of delegated authority 
for the regional office, approval can be overridden by the Washington 
office telling them that “Despite the fact that you have everything 
ready to close, do not disburse this loan.” Could you say that to the 
regional office in an application of less than $50,000? 

Mr. Barnes. In theory, yes, Mr. Multer. But we are anxious, as 
any financial institution, to live up to our word, and we don’t do that. 
We simply don’t do it on a strictly credit matter. We don’t reserve 
the right to continue to negotiate if we find, for instance, that all 
the facts weren’t revealed to us in the initial application. That 
sometimes has happened. 

Mr. Mutter. When you say “revealed to you,” you mean revealed 
to the Washington office, or the regional office? 

Mr. Barnes. Revealed to the Washington or regional office. We 
act as an agency. 

Mr. Murer. Let me suggest to you, Mr. Barnes, that the regula- 
tion covering delegating authority doesn’t give the Washington office 
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that right to override, and in this instance the bank had every right 
to rely on the fact that the gente would not be disapproved 
by Washington, and it did so rely. 

Let me read to you from the regulation of June 15, 1954. Your 
subject is “Delegation of Authority to Regional Directors on Small 
Business Loans.” And after giving the purpose in 1, and the gen- 
eral instructions in 2, you then get to the subdivision (h) entitled 
* Authorizations.” And that paragraph reads: 

Loan authorization and certificate of modification thereto shall be prepared 
by the regional office with respect to all loans approved by the regional director 


under his delegated authority. All authorizations and certificates of modifica- 
tion should have written approval of the regional counsel. 


And there isn’t a word anywhere in that entire regulation about 
delegated authority intimating that the right is reserved by the 
Washington office to reverse the regional office after it has approved 
a loan. 

Now, whether you should or should not reserve that right is not 
the question before us now. But if you want to reserve the right, 
I think this committee will agree with me, you had better change 
your regulations. 

Mr. Barnes. Well, I don’t think it would be handled, Mr. Multer, 
in as formal a manner as was indicated by your statement there. 
In other words, we certainly work closely with the regional directors 
and try to assist them in their decisions. And if a matter comes 
up, or information is developed, that should be discussed with the 
regional director, it wouldn’t be discussed from the standpoint of 
saying, “You do this,” or “You do not do this,” but “This is informa- 
tion which we are furnishing to you which you should have before 
you when you make your decision.” 

I can think of repeated instances, for instance, in connection with 
the Brainard loan—I kept telling them specifically that the final 
decision on disbursement was to be made in the regional office where 
they had the facts and papers before them, and we might have 
information on it, but just because you have delegated a man to 
pass on it and then not talk to him about it 

Mr. Mutter. We are not suggesting that. I think the difference 
that exists in this particular matter is—we are not concerned with 
this particular matter; we are concerned with what is going to be 
done in the future on delegated authority, that is why we are pursuing 
this matter—the differences between us at this moment apparently 
are whether or not Washington did or did not tell the regional office 
they could disburse that money. 

Mr. Runyan was told and I was told and Mr. Burke was told, “Wash- 
ington has said, do not disburse this loan.” 

In my conversation with you, Mr. Barnes, you confirmed to me that 
Washington was taking this position: That this loan was not to be 
disbursed, not that you were conferring with the New York regional 
office, not that you were suggesting that there was some additional 
information that they didn’t have that might cause them to reverse 
themselves; your position was that, “The delegated authority that was 
given to the regional office is being reversed, so that in this instance 
this loan is to be disapproved.” 

Mr. Barnes. If I tid, I spoke more positively than I should have. 
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If I may go ahead now and develop what was being done 

Mr. Mcurer. Can you straighten out that matter of procedure? 
Does the Washington office reserve the right to overrule the local office, 
the regional office, to whom it has delegated authority, or does it not? 
Is it going to be just a matter of suggestion by you to the regional office, 
or are you reserving—contrary to what appears in the regulation— 
cloes the Washington office nevertheless reserve the right to overrule 
the regional offices where the authority has been delegated as to loans 
up to $50,000 ? 

Mr. Barnes. The Washington office does not. However, as I said in 
the last paragraph of my letter, the only reservation would be one that 
I would reserve myself. If I had reason to believe that a regional 
director was making a mistake, was doing something that was illegal, 
or something that should not be done, I would not hesitate to interfere, 
because the final responsibility is mine. However, in the way that it is 
conducted, since the delegation is mine, the delegation may be given 
and taken away, and it may also be given and taken away as to a 
particular loan, but administratively you simply do not do it that way. 

I do not call a man and tell him that, “You cannot do this.” I would 
call him and consult with him about it, as was done in this particular 
case, and whatever reservations there were would be ead together. 
He had all the information that I had, there wouldn’t have been any 
difference in the decision of a regional director and myself on this 
matter, and I don’t think there was, not a particle. 

Mr. Mutrer. Mr. Barnes, I don’t think we doubt your right to with- 
draw authority that was delegated before it is exercised. But I think 
any lawyer will agree that you cannot revoke the delegation of au- 
thority after it is exercised. You can as to a future action under 
delegated authority, but you can’t on the one hand delegate the author- 
ity and, on the other hand, after it has been exercised, revoke the 
authority as to what has already been done. 

Mr. Barnes. I would agree with you. If he had taken a legal ac- 
tion, if he had closed the loan, then you are absolutely right. There is 
no question about that. We both are in agreement on it. But up to 
the time that he closed the loan, I had a right to consult with him. 

Mr. Murer. There is no doubt about your right to consult. 

Mr. Barnes. So that we are not really in disagreement. After they 
have closed loans, we then go around and examine them in many cases 
where we have not gone into them in detail, and find that they closed a 
particular loan in a way that we would not have done. We then write 
a memorandum indicating that in future loans of this type we would 
put in these additional conditions. That is a part of our regular 
procedure. But they have already acted, and the loans on the banks 
were bound. We don’t withdraw, or anything of that sort, we give 
them an indication of what they should do in the future on that sort 
of thing. 

And here, if he had taken an action that legally bound us, I quite 
agree that asa legal matter I could not have withdrawn it, and I would 
not have attempted to. 

Mr. Mvuurer. You and I,as lawyers, may differ, but I think that most 
lawyers will agree that my legal interpretation of the letter of Decem- 
ber 30 is correct, that the action of the regional office had precluded ay 
later disapproval of this loan, as a result of which action the bank 
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advanced $15,000 on the basis of that exchange of correspondence on 
December 30, and you had as binding a contract as you could ever get. 

Now, as a lawyer, I think you and I may disagree. But the point I 
think we should get clarified for the future handling of loans is the 
manner in which you are going to proceed, whether the regional office 
has full delegated authority or not, whether you are going to reserve 
the right to disapprove after the regional office does. And if so, you 
had better put it in your regulation. 

[ think when this committee recommended this, it did it so that 
regional offices should have the right to have delegated authority to 
make the loans, and we didn’t have in mind that there would be a 
reservation on the part of Washington to disapprove them after they 
were approved. 

Mr. Barnes. Mr. Multer, I have this to say about the errors that we 
may have committed in this particular loan. And I don’t say this 
with any criticism of our Mr. Horner that handled it, because he i is a 
topnotch man. He has been with two large banks, and he is leaving us 
to come here to Washington as vice pr esident of the Riggs National. 
We couldn't hold him. I would say this: That in the letter that was 
written there, I understood it to be just an acknowledgment of the 
fact that he had received Mr. Runyan’s letter, that is what should have 
been done. 

Now, he and Mr. Runyan, as I understand 

Mr. Muurer. Let’s be fair about this. Let’s be fair to Mr. Horner, 
too. Mr. Horner undoubtedly was made acquainted by Mr. Runyan 
with the fact that the bank would not advance an interim loan of 
$15,000 unless they had the assurance of SBA—that was the intent 
of the conversation, that was the intent of the letters—that unless SBA 
was going to make this loan, they wouldn’t advance this $15,000. This 
wasn't just a letter to get an acknowledgment; it is precisely as Mr. 
Horner’s letter says, a confirmation of the fact—Mr. Horner uses that 
word; he says: 

“Thank you for your letter,” and he says, “This will confirm the 
second paragraph of your letter.” Obviously, it was not intended to 
be an exchange of communications with a mere acknowledgment by 
one of the other letters. It was to be a confirmation of a spec ifie under- 
standing that things were going to be done on which the bank was to 
rely : a advance $15,000. 

Mr. Barnes. It was given in the light, however, of the knowledge 
of both parties that it was not a binding agreement until the closing 
papers were filed, and Mr. Runyan so acknowledged, and according 
to Mr. Horner, informed me that he would so acknowledge it at all 
times. 

If you will let me go ahead, sir, I think we can develop that there 
was no injustice whatsoever to this banker or this borrower; as a 
matter of fact, it was quite contrary. 

Mr. Mcurer. You see what we are trying to develop, Mr. Barnes, is 
to be sure that there will be no injustices in the handling of any of 
these applications in the future. 

I think you will have to concede that the only reason no injustice 
arose out of this situation is that they were able to contact me and I 
contacted you and you went up to New York and reinstated the loan, 
otherwise there would have been an injustice, somebody would have 
been hurt, either the banker or the applicant, or both. 
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Mr. Barnes. Do you recall the day we discussed this by phone? 

Mr. Mutrer. I discussed this with you on January 27, 1955, at 
about 5:30 p. m. 

Mr. Barnes. I don’t mean to contradict you at all, but I possibly 
should have given you more of the facts when I talked with you on 
the telephone. But the action which I took was taken on January 13, 
and it was pursuant—the first day that I had any information that 
caused me to have any doubt whatsoever about the loan, I phoned 
Mr. Horner 

Mr. Mouurer. The action you took on January 13 was what? 

Mr. Barnes. I phoned Mr. Horner—— 

Mr. Muurer. To disapprove the loan ? 

Mr. Barnes. No, sir. 

Mr. Mutter. To reinstate the loan ? 

Mr. Barnes. No, sir. 

I had doubts about whether the loan should be made. And before 
arriving at my final decision, I called Mr. Horner to see if the bank 
had advanced interim financing. And I was informed by him that 
the bank had made a $15,000 loan to this borrower. That is the first 
time that I had knowledge of it. 

Now, at that time I had information which, if I had merely stopped 
with the information I had, would have given me adequate grounds 
to intervene and to instruct the regional office to not make the loan. 
Instead I consulted with Mr. Benedict and Mr. Horner by phone. 
But when I learned that the bank had made an interim loan 

Mr. Mutrer. This was on January 13, before you heard from me? 

Mr. Barnes. That is right; yes, sir. 

Now, I instructed Mr. Horner to consult with Mr. Runyan about 
the loan, to inform him that a matter had arisen that caused us to 
doubt whether or not the loan shorld be made, and what would be 
Mr. Runyan’s situation if the loan was not closed. 

Mr. Motrer. Will you tell us, without revealing any confidences, 
what the matter was that caused you to have some doubt as to the 
granting of this loan? 

Mr. Barnes. No, sir; that I will notdo, sir. Iregret it. 

Mr. Motrer. Did it involve any arrests or convictions of any per- 
ee wan names similar to the names of these people involved in this 
oan ? 

Mr. Barnes. No, sir. 

Mr. Mutter. Did it involve any derogatory information that had 
been developed in connection with any of their work for the United 
States Government or any of its agencies ? 

Mr. Barnes. I must say that I can’t continue to answer your ques- 
tions, sir, without getting into a field that is beyond my ability to 
answer. 

Mr. Mutter. Did it involve the contents of an FBI report that had 
been submitted to your agency ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Did you direct that to the attention, either generally 
or specifically, of either Mr. Runyan or Mr. Burke or any of the 
principals involved in the Abbott Iron Works, Inc., at any time? 

Mr. Barnes. No, sir. 

I can’t go into this any more. I am perfectly willing to discuss 
with you what I did, which was to explore with Mr. Runyan what 
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the situation would be as far as the bank was concerned; was he per- 
sonally acquainted with the borrower, and that sort of thing, and 
would he wish to proceed with the loan if we withdrew, and what 
would be the situation. 

Mr. Horner called me—— 

Mr. Mutter. As a result of that conference, did you receive this 
letter of February 1, 1955, from the Trust Company of North Amer- 
ica, over the signature of Mr. Runyan? 

Mr. Barnes. I did, sir. 

Mr. Mutrer. Did you ask for the letter? 

Mr. Barnes. I did, sir. 

Mr. Rresuman. Mr. Chairman, if Mr. Barnes might finish his 
statement 


Mr. Mutter. I interrupted because this is part of what he is telling 
us. 

This letter of February 1, which is marked as having been received 
at the New York office of SBA on February 4, 1955, is available for 
the committee members to examine. It will be made a part of the 
record as soon as Mr. Runyan sends us a letter saying that it may 
be made a part of the record. 

(The letters referred to follow :) 


Trust COMPANY OF NoRTH AMERICA, 
New York, February 1, 1955. 
Re Abbott Iron Works, Inc., Docket No. L—120,423 N. Y. 
SMALL BUSINESS ADMINISTRATION, 
New York 19, N. ¥. 
(Attention: Mr. J. Frederic Benedict, regional director. ) 


My Dear Mr. BennetT: This is to confirm several conversations with your 
office, and particularly our conversation of this morning. 

As I told you, we made an interim loan of $15,000 to Abbott Iron Works, Inc., 
relying on our understanding that the loan, in the amount of $30,000, for which 
they had applied to SBA, and in which we had agreed to participate to the ex- 
tent of 25 percent, had been approved here in New York. Abbott Iron Works, 
Inc., in turn, accepted certain large contracts on their reliance upon the same 
understanding. Later when we found there was some holdup in Washington and 
that there was doubt as to whether or not the loan would go through, we were 
placed in an embarassing position. We could, of course, insist upon immediate 
repayment by Abbott Iron Works, Inc., of the interim loan that we had made 
and which was on a demand basis. It is my opinion that we could collect our 
loan in full; however, I also believe that this might well put the company out 
of business. This we were not willing to do, even at the risk of some loss to us. 
A further difficulty, however, is that the $15,000 is an insufficient amount to 
carry them through to completion of the contracts that they had accepted, and, 
therefore, the problem arose of somehow, somewhere, obtaining additional funds. 

The writer has met all three Simolas, and talked with them at great length 
a number of times about their business, their experience, and their background. 
It is my understanding that, in the past, they have done many thousands of 
dollars’ worth of work for the Army, the Air Force, and the Atomic Energy 
Commission, and have been screened by all of these branches of our Govern- 
ment. They have always been open and frank, and, to this date, have kept their 
word and meticulously lived up to any commitments made to us. From our 
experience with them and other information obtained from outside sources, we 
believe them to be of good character and good patriotic American citizens. 

You and the people in your office have been extremely cooperative and helpful 
during the period we have been working on this particular matter. Your recon- 
sideration of the case is very much appreciated. 

Very truly yours, 
C. D. Runyan, President. 
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SMALL Business ADMINISTRATION, 
OFICE OF THE ADMINISTRATOR, 
Washington 25 D. C., March 11, 1955. 
Re Abbott Iron Works, Inc., 344 West 48th Street, New York, N. Y. 
Hon. ABRAHAM MULTER, 
Chairman, Subcommittee No. 2, of the Select Committee on Small Business, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Mutrer: With reference to your inquiry concerning the loan applica- 
tion of the Abbott Iron Works, Inc., Docket No. L-120, 423—NY, I am pleased to 
furnish a fuller statement on the matter for the record or for the files of the 
subcommittee. 

About the middle of November 1954, Mr. C. Dewey Runyan, president, Trust 
Company of North America, and Mr. William Burke, attorney for the Abbott 
Iron Works, Inc., came to the New York regional office for a conference with 
Mr. Alexander M. Horner, chief financial specialist, to discuss the proposed 
application of subject company. Mr. Runyan asked Mr. Horner if it would be 
possible for one of the Small Business Administration technical specialists to 
appraise the fixed assets of this company, since the bank had no employee on its 
staff to make such an appraisal. He indicated that if this were done the bank 
would file an application with the Small Business Administration for a deferred 
participation loan to the subject company. This appraisal was made on Novem- 
ber 19, 1954, by Mr. J. A. Schneider, an industrial specialist in the New York 
regional office. 

On December 10, 1954, the application was filed by the bank in the New York 
regional office of the Small Business Administration. On December 16, 1954, the 
subject company sent the Small Business Administration a letter explaining the 
reason for a loss for the year 1953. On December 20, 1954, the loan application 
was approved by the regional director, Mr. J. Frederic Benedict. (Please note 
that the loan in this instance was authorized in only 10 days after the filing of 
the application.) On December 21, 1954, Mr. Alexander M. Horner advised 
Mr. Runyan by telephone that the application had been conditionally approved, 
subject to terms and conditions which would be set forth in the formal loan 
authorization papers. 

In response to a request of Mr. Runyan, Mr. Horner wrote him on December 22, 
1954, enclosing blank copies of the Small Business Administration participation 
agreement form, since Mr. Runyan had indicate he desired to have his attorneys 
examine them. In the last paragraph of this letter, it was stated, “This is 
informatory only and disbursement of the loan proceeds are subject to the 
borrower’s compliance * * *,” 

On December 23, 1954, Mr. Horner sent a telegram to the Washington office 
requesting eligibility clearance which relates to the type of business and the 
purpose of the proposed loan. Because of the intervention of the Christmas 
holidays, a response was not made until December 28, 1954, at which time a tele- 
gram was sent from the Washington office to the New York regional office, ad- 
vising that the loan conformed to loan policy. 

On December 29, 1954, Mr. Horner wrote to Mr. Runyan outlining the general 
conditions that would be contained in the formal authorization which was in the 
process of preparation. However, this letter was informatory only and did not 
constitute a formal authorization by the Small Business Administration. 

On December 30, 1954, Mr. Horner received a letter by messenger from Mr. 
Runyan stating that he intended to make an interim loan of $15,000 to the subject 
company, which would be paid from the proceeds of the Small Business Admin- 
istration loan, and requesting acknowledgment of the letter. Mr. Horner replied, 
acknowledging receipt of Mr. Runyan’s letter, which acknowledgment was de- 
livered by the bank messenger. 

On January 13, 1955, I telephone Mr. Horner to inquire about the status of the 
loan and was informed that the bank had provided interim financing. I in- 
structed Mr. Horner to call on Mr. Runyan in order to learn the situation of the 
bank if the Small Business Administration loan was for any reason not dis- 
bursed and whether the bank could obtain repayment of the interim loan without 
suffering loss. 

On January 14, 1955, Mr. Horner went to see Mr. Runyan. This was a very 
friendly conference, during which Mr. Horner explained that I had instructed him 
to inform the bank that, although the Small Business Administration had some 
reservations about the matter, the loan would be made rather than have the 
bank take a loss and that I would be in New York on February 1, 1955, on another 
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matter, at which time I would be delighted to discuss the whole subject with 
Mr. Runyan, since there were perhaps some matters that were within Mr, 
ktunyan’s knowledge which would serve to clear up the reservations the Small 
Business Administration had concerning the loan. Mr. Runyan indicated that 
he did not think they would take a loss on the interim loan advanced but that he 
would prefer to go ahead with the loan, since the company needed further 
financing which his bank was not in a position to advance. Mr. Runyan indicated 
that he was pleased to have this communication from me and invited Mr. Horner 
and me to have luncheon with him on February 1. He further indicated that 
the wait until February 1 would not inconvenience himself or the borrower, 
since the interim loan had provided temporary relief for the borrower’s business. 

On February 1, 1955, Mr. Benedict, Mr. Horner, and I visited Mr. Runyan at 
his bank. Mr. Runyan discussed fully the applicant, the background of the 
upplicant, the nature of the business, and the purpose of the loan. I stated that 
{i would appreciate receiving a confirmation of the matters discussed in a letter 
for the files of the Small Business Administration. This letter from Mr. Runyan, 
dated February 1, is attached hereto. However, during the course of the con- 
versation I informed Mr. Runyan that it would not be necessary to await actual! 
receipt of this letter, since the conversation with him had served to remove the 
doubts previously expressed concerning the loan. The authorization had been 
previously prepared and was executed by Mr. Benedict at the conclusion of this 
conversation with Mr. Runyan. 

At no time in the consideration of this loan was the decision of the New York 
regional director and his staff on the credit matters in connection with the loan 
overruled, set aside, or reversed. It is my impression that there was no feeling 
on the part of Mr. Runyan that the Small Business Administration had acted 
otherwise than in accordance with good financial practices. Mr. Runyan specifi- 
cally stated to Mr. Horner in January that he understood that the Small Business 
Administration was not technically bound on the loan until the closing papers 
were signed and that he appreciated the consideration Small Business Adminis- 
tration had given to the matter by reason of interim financing advanced by his 
bank. Since Mr. Runyan had been so cooperative, a special effort was made to 
disburse the loan, which was finally closed and disbursed by the bank on March 
2, 1955. 

In order that there may not be any misunderstanding, however, it should be 
made clear by me that, although authority is delegated to the re; gional directors 
to approve certain types of loans in the same way that other authority is dele- 
gated to other officials of the Small Business Administration to perform certain 
tasks, I believe that, whenever I come into possession of facts which give me 
reason to conclude that certain action should be taken in derogation of the 
previous delegation of authority, it is clearly within my authority and is my duty 
as Administrator to take any action required in my judgment to conform to the 
requirements of the Small Business Act or the loan policy as enunciated by the 
Loan Policy Board. 


Yours very truly, 
WENDELL B. Barnes, Administrator. 

Mr. Barnes. I received a call the next day from Mr. Horner that 

said that Mr. Runyan knew this borrower, thought very highly of 
him, and he would not wish to withdraw from the loan. He couldn't 
say that his bank would take any loss; it might be worked out. 

Mr. Rieuiman. Let me ask this question, if I may interrupt at this 
moment. That was before anyone had interceded in behalf of this 
company. 

Mr. Barnes. Correct. 

Mr. Mutrer. This is after ? 

Mr. Barnes. I beg your pardon. That was on January 14. 

Mr. Rreniman. This is after? 

Mr. Barnes. That was on January 14. And so in that conversa- 
tion with Mr. Horner I told him that I would appreciate it if he 
would call Mr. Runyan back and tell him that I would plan to be 
in New York on another matter the 1st of February and that I 
would like to discuss the matter with him personally at that time 
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and I would hold the matter in abeyance unless it would in some way 
complicate matters for the bank or the borrower. 

Mr. Rrentman. How was this carried on—by telephone? 

Mr. Barnes. By telephone. I talked with Mr. Horner, our chief 
financial specialist in New York, who in turn called Mr. Runyan 
back. I think it was on the 14th. And Mr. Runyan said that, since 
an interim loan had been made, the borrower was in no further need 
of the funds and that it would not cause any difficulty to wait until 
I came on the ist. And he asked Mr. Horner and I to have lunch 
with him on the Ist. 

On the ist, Mr. Benedict and Mr. Horner and myself went to Mr. 
Runyan’s office and had a very friendly conference, during which 
I did not reveal any of the information 

Mr. Mutter. This is February 1 you are talking about? 

Mr. Barnes. February 1; yes, sir. 

Mr. Rrentman. I want to go back and reestablish in my own mind 
what happened. 

Now, prior to our chairman or anyone else interceding in behalf 
of the iron company or the bank, you already had contacted the 
bank because of information you had had in respect to the bank having 
participated in the loan ? 

Mr. Barnes. Correct; yes, sir. 

Mr. Rrentman. And you found that because of their participation 
there was certainly some obligation on the part of the Administration 
to do something ? 

Mr. Barnes. That is right; yes, sir. 

Mr. Rreniman. And you then moved to contact the bank and the 
financial expert in New York City, Mr. Horner? 

Mr. Barnes. Yes. 

Mr. Rrenuman. Now, that was on what date, the 13th? 

Mr. Barnes. The 13th. 

Mr. Rreutman. When did the bank and Mr. Multer get in touch 
with you? 

Mr. Barnes. Mr. Multer called me on January 27. 

Mr. Mutter. No,sir. January 24 was the first call. 

Mr. Barnes. I beg your pardon. 

Mr. Mutter. January 24 was the day you advised me that it was 
not in the best interests of the Government to approve this loan, 

Mr. Rreviman. What I am trying to establish, Mr. Chairman, is 
what had happened up to that time and the position the administra- 
tion had taken with respect to this loan. 

Mr. Barnes. If you will give me just a minute here. 

(Short pause. ) 

Mr. Barnes. On January 14—T can’t read all of this to the com- 
mittee, but I will read this part—Mr. Horner, after he had conferred 
with Mr. Runyan, wrote me a memorandum in which he stated what 
had taken place in his conference with Mr. Runyan—I beg your par- 
don; Mr. Horner called Mr. Rollins, and Mr. Rollins made a memo- 
randum of what Mr. Horner said had taken place. 

Mr. Horner was instructed to advise the president of the bank that 
the matter had been discussed with the Administrator, and Mr. Barnes 
reported that— 





While we see our obligation to get out of the loan if there is any possible way 
to do so, in the event the bank cannot recoup on the advances which it made, 
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predicated upon our commitment, we would reconsider and go ahead with the 
loan, 

Mr. Horner was instructed to inform the banker that the Admin- 
istrator would be in New York on February 1, and that Mr. Barnes 
would be there to discuss the matter personally with the president 
of the bank. 

Mr. Horner later called back, saying he had discussed the matter 
with the president of the bank on the foregoing basis and that the 
banker had indicated that he would welcome the opportunity of meet- 
ing with Mr. Barnes during his visit in New York. 

‘So there could be no question in my mind about the dates that were 
involved. 

Mr. Mutter. Let me get those dates in the record. 

On January 20, 1955, the Washington office informed the applicant 
by communication through the New York office that the loan would 
not be approved for disbursement ? 

Mr. Barnes. Do you have his copy of that? 

Mr. Mutter. That is Mr. Burke's statement to me. 

Verbal information by New York office officials during the week 
of January 10, 1955—that Washington SBA had verbally informed 
New York that the loan would not be approved for disbursal. 

That is not too important, but these dates are important. 

Mr. Barnes. Mr. Chairman, what was giving me concern was that 
there could very well be—it might have been more positive than it 
certainly was intended. 

Mr. Murer. That is why I say that date is not too important. But 
these next two dates are important, in my opinion. 

On January 19, 1955, Mr. Buchheister of Congressman Rooney’s 
office arranged for Mr. Burke to see Mr. Amis of the United States 
Senate Select Committee on Small Business, at which time Mr. Amis 
telephoned your Washington office and was told that the loan would 
not be authorized by Washington because “the granting of it would 
not be in the best interests of the Government.’ 

And on January 24 I was told the same thing by the Washington 
office. 

Mr. Barnes. And yet let me point out to you, Mr. Chairman, if we 
are not going : ahead and make a loan, we cancel the authorization ; 
I mean, it is an official act that we take. In the period from January 
13 through February 1, the loan authorizations remain in foree—and 
I am sure that while we were stating that we had some doubts about 
it, we were actually waiting until February 1 and were going to take 
another look at it after a personal conference with the banker who 
knew this borrower best and knew him personally, knew his back- 
ground, everything about him. 

And if we made a final decision to not make the loan, Mr. Benedict, 
the regional director, would have canceled the loan authorization, or 
we would have given him some instruction to cancel the authoriza- 
tion. And that official action was not taken. 

Mr. Motrer. All.I can say to that is that no one could have been 
more positive than you were in talking to Mr. Amis and in talking 
to me and saying that this loan will not be disbursed because it is not 
in the best interests of the Government, there couldn’t have been a 
more positive statement than was made on January 17 and January 
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24. Whether an official cancellation went out or not is beside the 
point. We were certainly advised by officials who had authority to 
advise us, that the loan would not be disbursed for that reason. 

Mr. Barnes. Be that as it may, when I conferred with Mr. Runyan 
I received sufficient assurance from him in the conversation, without 
asking him any questions, to outweigh any information that I had 
heretofore received from any sources, and Mr. Benedict was present 
with me. And immediately on the conclusion of that conversation 
Mr. Benedict and I conferred, and we were both in agreement about 
it. 

The authorization which had been prepared—I mean, the legal doc- 
ument which had been prepared but which had not yet been delivered 
to the bank or to the borrower, was executed right there at Mr. Run- 
yan’s desk, And I asked him if he would mind sending me a letter 
outlining some of the things he told me in his conversation. He said 
no. And we told him the execution of the authorization did not need 
to wait until receipt of that letter. It was given to him and signed 
at that time. 

Mr. Mutter. In substance, Mr. Barnes, Runyan’s assurances were 
that these people were good businessmen and were to be trusted, that 
they had a good business record and were of good repute, and they 
were not subversives. That assurance satisfied you that the loan could 
be made? 

Mr, Barnes. Yes, sir. 

Mr. Mutter. Hindsight is so much better than foresight. 

Wouldn’t it have been much better if all this had been done before 
the intercession of Congressmen ? 

Mr. Barnes. Yes. 

I could have gone to New York on the 13th, and I could have done 
other things, but it never occurred to me that the conversations which 
we had with Mr. Runyan were not perfectly clear, that he was willing 
to give us all the information which we could rely upon, and was 
willing to wait until I came there in 2 weeks. 

And at the time I received the telephone calls prior to my visit to 
New York, I was not in a position to say anything except what I did 
say. And actually, we went beyond the cold record, or if we had been 
casual about this, we would have stopped on the 13th. 

Mr. Murer. You see, the only thing that really bothers me, the 
thing that sticks in my mind is, that it was not necessary for somebody 
in the Congress, either on the Senate side or on this side, to take action, 
as a result of which this thing was cleared up. Otherwise there 
would have been left reputable people with a mark against their 
record in your office with an application turned down, with informa- 
tion in your file indicating that these people were other than good 
Americans, which would be a very unfortunate situation, even if it 
only remained in your file. 

Mr. Barnes. Mr. Multer, if that were as you stated, you would 
have grounds for apprehension, and so would I. But with all sin- 
cerity, I can tell you that no telephone call from Congress had any 
effect whatsoever on my judgment in this matter. The arrangements 
to develop the matter more fully were made by me on the 13th, within 
an hour after I had received any information about it caused me to 
have any doubts whatsoever. All of the information was developed 
in the conversation with Mr, Runyan in New York. 
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Now, I regret sometimes when we get calls that I can’t tell you all 
that we have done or all that is going on about ate of these matters. 
But in this particular case, I assure you that I didn’t know until 
you told me that Mr. Amis had been seen, or—maybe I knew about it, 
but if so, I had forgotten about it—I do recall the conversation with 
you, but that was almost a week or more before we had our appoint- 
ment with Mr. Runyan and knew what we were going to do. 

If I had not been going to New York, we would have done some- 
thing different, and we would have done it probably on the 13th or 
i4th of Januar y. Of course, we try to be as discreet as we can when 
we are checking into these matters, for the very reason that we don’t 
want that to be any indication at all that would in any way reflect 
on the borrower. 

However, when I started this conversation originally—this field 
runs a whole gamut of human activity, and it is one in which a lot 
of judgment and a lot of discretion must be used. Just because there 
is information that a man has had criminal charges filed against him, 
for instance, is no reason in the final analysis to preclude him from 
assistance under our law if at the time he applied his record is clear 
and he is all right. 

Mr. Mutrer. The important thing witi: reference to this in the 
mind of the committee is: Whatever judgment you may use with 
reference to that ultimate fact, we want to make sure that you take 
every precaution to make sure that the person against whom the 
finger 1s pointed of suspicion or guilt is given an opportunity to 
show, “I am not the man they are talking about.” That is what we 
want to be sure is done. 

What your ultimate decision may be, whether or not he should get 
the credit, is for you to determine as the loan officer. But we do 
want to be sure that you make certain that no man is going to be 
char ne with having done something that he knows nothing about. 

Mr. Barnes. I assure you that in every instance that has been 
brought to my attention we go into it so that there is no possible 
question of doubt. 

Now, you do it in various ways. In some cases, if charges have 
been filed, you are able to identify them absolutely by the records 
of the courts, and by an absolute tracing of names from credit sources ; 
that pins it right down. 

In one instance a man from an Eastern State showed up away out 
in the Middle West, and he had a bad criminal record in the East. 
So far as his neighbors and the people that were dealing with him in 
the Middle West were concerned, he was perfectly all right, he was a 
legitimate citizen. There w asn’t any question in our minds when we 
got through, however, it was bey ond that doubt he was the same man, 
and there was no doubt but that he shouldn’t receive any assistance 
from us. 

If there is a chance of mistaken identity, that is developed in the 
same report. We are warned of that. And furthermore, as in this 

case, we go to the party who, in our judgment, is likely to have the 
most information. 

In this case, it would be Mr. Runyan. 

Mr. Srety-Brown. May | interrupt / 

Mr. Mutter. Certainly. 
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Mr. Serty-Brown. As I understand Mr. Barnes, the reason for the 
time lag between January 14 and February 1 was caused in part by 
the fact that, No. 1, Mr. Runyan felt that additional delay would cause 
no serious harm. 

Mr. Barnes. Correct. 

Mr. Sreiy-Brown. No.2,since you were planning to be in New York 
on February 1, you suggested that as a date when it would be conven- 
ient for all hands to meet and discuss this matter. 

Mr. Barnes. Yes. 

Mr. Srety-Brown. The third thing, in order to make sure that you 
did not bring any charges against the man who had sought the loan, 
vou discussed it with Mr. Runyan, and as a result of your personal 
conversations with him, you were convinced that the information 
which you had received from other sources was outweighed by the per- 
sonal assurances of Mr. Runyan. 

And immediately upon that personal assurance from Mr. Runyan 
you agreed to go ahead and do everything that you could to expedite 
it. 

Mr. Barnes. That is correct; yes, sir. 

Mr. Srety-Brown. There is one other question, and that is: 

Who actually signs the final papers disbursing the loan ? 

Mr. Barnes. The closing papers of a loan, which is the loan agree- 
ment, in the case of a delegated loan the regional director signs those; 
in the case of all others, they are signed in Washington, signed by me. 

Mr. Srevy-Brown. But you still—and I think properly—reserve 
the right, if something develops in your own mind between the author- 
ization of a loan, whether on the regional level or in Washington, if 
anything develops 

Mr. Barnes. I beg your pardon.: I only sign the loan authorization. 
After that it is signed ‘by the regional director. 

Mr. McCatium. Youaret talking about the closing papers ? 

Mr. Sre.ty-Brown. Yes. 

Mr. McCatium. The final documents are signed in the regional 
office by the borrower. 

Mr. Srety-Brown. In other words, the time factor that there may 
be between the authorization and the disbursement—there is always 
a time lag; isn’t that so? 

Mr. Barnes. Yes. 

Mr. Srriy-Brown. If during that interim something develops which 
you feel has an important bearing on the case, you would reserve the 

right, as would your regional offices, to hold ever ything up until there 
* is been made a complete study of these additional facts? 

Mr. Barnes. Correct; yes. 

Mr. Srety-Brown. And that is what basicially held this up? 

Mr. Barnes. Yes. 

Mr. Serry-Brown. And you felt it was fairest to all concerned, 
once those factors had been brought to your attention, to then go 
ahead and talk with the bank who was participating in the loan. And 
they cleared up the matter as far as you were concerned, to your own 
satisfaction. And actually, all of that was being undertaken by you 

prior to or during the period when you were receiving calls from 
Me n 9g onche ongress. 
. Barnes. Yes, sir. 
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Mr. Serty-Brown. And is it fair to say that you were going ahead 
with that program : as you have outlined here, whether or not you 
got the calls? 

Mr. Barnes. Yes. 

Mr. Szery-Brown. I think that is what concerns us. 

How much of this would have taken place if none of us had called 
up? 

Mr. Barnes. It was finally determined on January 14 what was to 
be done. 

Mr. Seety-Brown. And that was prior to any calls by Congress ¢ 

Mr. Barnes. Yes. 

Mr. Srety-Brown. I think all of us are concerned with the question 
of whether you have to call Congress to get a case reviewed. 

In this case you have indicated clearly from the information pre- 
sented us that you had decided upon the course that you were to fol- 
low, as you have outlined to us, and the determination to follow that 

course was made by you prior to the call which you received from 
any congressional office ? 

Mr. Barnes. Yes, sir. 

Mr. Riruiman. I have this question. 

Mr. Barnes, when the chairman was interrogating you about the 
delegation of authority that you had made as Administrator to the 
regional office, do you feel that after this case, as it has been developed, 
or any other cases that might have been developed in the past, or may 
be in the future, that there is a need for your changing in any way your 
directives in respect to the field office making direct loans on its own? 

Mr. Barnes. No, sir—participation loans ? 

Mr. Rientman. Yes, participation loans. 

Mr. Barnes. No, sir. 

I felt there was a need for a procedural change in our own organiza- 
tion, and that procedural change has already been made and ‘has al- 
ready taken place. It consists merely of setting up a procedure so that 
before the regional office advises the bank and the borrower as much 
as possible of this information will be in their hands, so that a bank 
will not be misled into making an interim loan, 

My feeling is this: Wew ant to do everything we can to encourage 
the making of interim loans. I say that because that gets the proce- 
iure—I mean, that gets the financing of a project started. 

But we would like, to the best of our ability, to be able to have the 
information collected before the regional office takes its final action 
anything that we can supply to them. 

I believe that we have taken all the procedural steps that are neces- 
sary to do that. And I don’t think this type of case will arise in the 
future, except in a case where we might find a borrower concealing 
debts, or doing something of that nature. 

A change of circumstances like that may occur up until the closing 
‘f the loan, and some times does, because, you see, he files a financial 

atement the day the loan is closed. 

Mr. Rrentman. In other words, vou, being the Administrator of 
SBA, are responsible in the final analysis for the loans that are 

ir. Barnes. Yes, sir. 

Mr. Rrenuman. And regardless of the fact of delevating to the 

vional office certain authority to make direct participation | 


made ? 


OTIS, 
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you would always want to reserve the right to intercede, even in that 
delegation, if at any time prior to the signing of the loans derogatary 
information was picked up in your office in respect to that type of 
loan ¢ 

Mr. Barnes. Yes, sir. 

I think I not only have a right but a positive duty to do so. Iam 
held accountable myself—— 

Mr. Rreueman. That is what I am saying; the final responsibility 
rests with you. 

And whatever happens in the field office, the final result and the 
action taken is the responsibility of the Administrator ? 

Mr. Barnes. Yes, sir; because I am held accountable myself as an 
individual to the President and to the Congress for the loans that 
are made in regional offices. 

Now, if they have already taken the final action, then, of course, 
it is too late, but Iam still responsible. But prior to that time I have 
a positive duty, I think, to see to it that any errors that are avoidable 
are avoided. 

Mr. Rrenuman. Mr. Chairman, in conclusion, I want to say this: 
That, as a member of the subcommittee, if there are any changes 
that need to be made—and I questioned the Administrator on the 
question of changes in the delegation of authority to field offices—] 
want to see them made. 

Apparently, he does not feel that they are necessary. However, 
t would say, as a member of the committee, I would never want to 
see the Administrator put in the position where he could not intercede 
in connection with a loan in the field, even though delegation of 
authority had been made to the field office, if at any time prior to 
the closing of the dealings he had in his possession derogatory infor- 
mation with respect to any one of the parties who were receiving or 
who anticipated receiving a loan. 

Mr. Mutrer. I think the only difference might be as to language. 
I don’t think anybody would doubt his authority and duty to inter- 
cede. The question is whether or not this intercession should go to 
the extent of disapproval of what the regional office has already 
approved insofar as the loan applicant was concerned. 

If you delegate the authority, you delegate it. They have the right 
to approve. Now, up to the actual approval, and even the actual dis- 
bursement, it is the duty of the Washington office to call the attention 
of the regional office to any pertinent facts that come to their attention. 
But there is no delegation of authority if there is going to be a 
reservation of authority in W ashington to say, “You can’t do it.” 

Mr. Barnes. I would agree with you. And I would hope that that 
would never be a practice or policy carried out by any administration. 

Mr. Mutrer. There is just one other thing with reference to the 
delegated authority. The delegation of authority to the regional 
offices is limited to making loans up to $50,000 where there is a par- 
ticipation by a bank of at least 25 percent ? 

Mr. Barnes. Yes, sir. 

Mr. Murer. If there is no participation at all, or if the bank’s 
participation is less than 25 percent, that loan application, even 
though for less than $50,000, must come to Washington for approval? 

Mr. Barnes. Yes, sir. 
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And furthermore, half of the 25 percent must be new money, or 
additional investment. 

Mr. Mctrer. Is there anything else you want to add with refer- 
ence to this, or the gentlemen who are with you? 

Mr. Barnes. No. 

Mr. Mvctrrer. Mr. Burke, is there any objection to making part 
of the record your letter to me of January 24, 1955 ¢ 

Mr. Burke. No, Mr. Chairman. 

Mr. Muurer. We will make that part of the record. And that, I 
think, would obviate Mr. Burke making any statement. 

(The letter referred to follows :) 


WILLIAM V. BURKE, 
COUNSELOR AT LAW, 
New York 19, January 24, 1955. 
Re Abbott Iron Works, Ine., SBA docket L—120423 N. Y. 
Hon. ABRAHAM J. MULTER, 
New House Office Building, Washington, D. C. 


DEAR CONGRESSMAN MULTER: For your records and information permit me to 
confirm the telephone conversation we had this forenoon. 

As I stated during our conversation, I took the liberty of telephoning you 
because my old friend and classmate, Congressman John J. Rooney, urged me to 
do so when I saw him in Washington last Wednesday. 

The above-named corporation is a client of mine. It and its predecessor, Abbott 
Hardware Co., have been in business since 1857 in New York City. In 19382 
Joseph Simola, Sr., a long-time employee of Abbott Hardware Co., purchased 
the latter from R. H. Abbott, its then owner, and during September 1932 caused 
the business Abbott Hardware Co. to be incorporated in New York State under 
the name of Abbott Iron Works, Inc. 

At the time of its incorporation Abbott Iron Works, Inc., under its certificate 
of incorporation, was authorized to issue 100 shares of no par value common 
stock. Fifty shares of such stock were then issued to one Benjamin Schlesinzer, 
and the remaining 50 shares were then also issued to Joseph Simola, Sr. 

In December 1945 Benjamin Schlesinger, the then owner of 50 shares of the 
capital stock of Abbott Iron Works, Inc., transferred the same for valuable con- 
sideration to Joseph Simola, Sr., who thus became the owner of all the capital 
stock of said corporation, and shortly thereafter Joseph Simola, Sr., transferred 
to his two sons, Joseph Simola, Jr., and Charles Simola, 24 shares each of such 
stock, 

Since the latter part of 1945 or early 1946, all the issued and authorized capital 
stock of Abbott Iron Works, Inc., has been and now is held by the following- 
named persons in the following amounts: Joseph Simola, Sr., 52 shares; Joseph 
Simola, Jr., 24 shares; Charles Simola, 24 shares. 

The above-named persons are the only officers and directors of said corporation 
which, for many years past, has been and now is engaged in fabricating steel, 
Stainless steel, and aluminum in its plants at 544 Wesr 48th Street, New York, 
N. Y., and West Norwood, Bergen County, N. J. Joseph Simola, Sr., was born in 
Hungary in 1886. He immigrated to the United States in 1902, and in 1908 he 
married a native-born American citizen. Following their marriage Joseph Simola 
and his wife took a long honeymoon trip to Europe and visited Hungary among 
other countries. While they were in Hungary Joseph Simola, Jr., was born, and 
during his very early infancy his mother and father and he returned to the United 
States. Charles Simola, the second son of said marriage, was born in the United 
States. 

On June 26, 1919, Joseph Simola, Sr., was naturalized in Elizabeth, N. J., as a 
citizen of the United States and Joseph Simola, Jr., was then similarly naturalized, 
and for more than 30 years last past the 3 Simolas above named have been residing 
in Nyack, N. Y. In my opinion they have been and are impeccable persons and 
no charge of any kind by any authority impugning their integrity or patriotism 
has ever been made against either of them. 

The last two paragraphs have been written because this forenoon William D. 
Amis of the United States Senate Select Committee on Small Business informed 
me by telephone that his inquiries addressed to the Washington office of Small 

susiness Administration resulted in the unofficial advice to him that regardless of 
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the approval by the New York regional office of SBA of my client’s application for 
a $30,000 deferred participation loan, Washington would not issue the requisite 
letter of authorization on the ground that “approval of the loan would not be in 
the best interests of the Government.” The quoted language is meaningless to 
me, as I am sure it would be to any normally intelligent person. 

Permit me to backflash a bit. Prior to December 9, 1954, C. D. Runyan, presi 
dent of Trust Co. of North America, of 115 Broadway, N. Y., and I had 
several preliminary conferences with officials of SBA in New York on the advis 
ability of my client’s filing an application for a deferred participation loan. The 
New York officials were most cooperative and helpful. In fact they were, upon 
reflection, actually encouraging because of their declared attitude that a loan 
applicant would possibly be given more favorable consideration if its application 
were accompanied by the statement of a bank of the latter’s willingness to partic- 
ipate in the desired loan if approved by SBA. 

I prepared the loan application on SBA form 4 in the sum of $30,000 and on 
Dyecember 9, 1954, Trust Co. of North America, through its president, C. D 
Runyan, forwarded it to the New York regional office of SBA, and at the same 
time the bank expressed its willingness to participate in the loan to the extent of 
25 percent thereof. On December 21 or 22, 1954, SBA in New York orally in 
formed Mr. Runyan and me that it had approved the application and had recom 
iuended disbursement of the loan on the basis of a 5-year term at 6 percent 
interest and amortizable at the rate of $500 monthly. Other terms or condi 
tions were imposed by New York SBA, but they are not of importance here 
They were wholly acceptable to the bank and to my client. 

On December 23, 1954, New York SBA advised Washington SBA of its approval 
of the loan and requested that the requisite letter of authorization be prepared 
and forwarded to New York SBA. At this point it might be of interest to you 
to be informed that on December 29, 1954, New York SBA wrote Mr. Runyan 
to the «ffect that the loan in question had been approved by New York SBA 
In fact the introductory paragraph of that letter reads as follows: 

“We have been authorized to advise you that the subject loan authorization 
will contain the terms and conditions recommended by this office. No unusual! 
conditions will be included.” 

On several occasions prior to December 23, 1954, and subsequent to December 
29, 1954, both Mr. Runyan and I had been informed by New York SBA officials 
that if the regional SBA office approved a “delegated authority loan” (a loan 
not in excess of $50,000) Washington SBA wholly accepted such approval though 
it might, so we were informed, impose additional conditions or restrictions. On 
December 29, 1954, my client, Abbott Iron Works, Inc., found itself in need of 
immediate working capital, and on that date Mr. Runyan had a telephone con- 
versation with New York SBA officials requesting of them permission to make 
an interim loan of $15,000 to my client, provided, however, permission be granted 
by SBA for repayment of such interim loan from the proceeds of the $30,000 
loan previously approved and recommended by New York SBA. That oral 
request was granted, and it is documented by letters dated December 30, 1954, 
from Trust Co. of North America to New York SBA and from New York SBA 
to Trust Co. of North America. 

In reliance on said letters of December 29, 1954, and December 30, 1954, Trust 
Co. of North America, on December 30, 1954, did make a $15,000 interim loan 
to my client. Around the end of the first week of January 1955, both Mr 
Runyan and I began to inquire of New York SBA as to when we might expect 
to receive the requisite letter of authorization, and after having made several 
inquiries we were verbally informed by New York SBA officials during the week 
of January 10, 1955, that Washington SBA had verbally informed them that the 
loan would not be approved for disbursement. Subsequently, both Mr. Runyan 
and I made several efforts to ascertain the reason for such refusal, but each 
effort left us in complete darkness. 

During the week beginning January 17, 1955, my client, Mr. Runyan and | 
concluded that Washington SBA must be aproached in any effort to pierce the 
veil of secrecy surrounding the application. On January 19, 1955, Mr. Buch 
heister of Congressman Rooney's office arranged for me to confer with Mr 
Amis of the United States Senate Select Committee on Small Business. [ tol: 
him my story pretty much as I have told you herein. As I have stated earlie: 
in this letter he informed me this forenoon that the loan would not be autho: 
ized by Washington because, as he said, “the granting of it would not be ir 
the best interests of the Government.” 


—_ 
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I again say that such a reason is meaningless. I further say that the positive 
actions of New York SBA caused my client and Trust Company of North America 
to alter their respective positions to the detriment of each. It is indeed odd that 
American citizens cannot be forthrightly informed by their Government why 
an agency thereof refuses them aid when the congressional act creating the 
i1gency was passed for the sole purpose of having such agency render aid. My 
client and its principals have been screened innumerable times by all branches of 
the armed services, as well as by the Atomic Energy Commission, for each 
of whom my client has done hundreds of thousands of dollars worth of work, 
and is now doing much work. 

Although, Mr. Congressman, this may seem to you to be a painfully long 
letter, I deemed it advisable to write at length to you as a member of the House 
Committee on Small Business to apprise you that as presently administered 
SBA can, as in this instance, harm a small business instead of rendering aid to 
it which it has reason to expect under the act whereby SBA was created. 

Thanking you very much for your patience and interest, I am, 

Very respectfully yours, 
WILitiAM V. BURKE. 

Mr. Murer. There is nothing new in that letter that I have not 
already called to your attention, Mr. Barnes. But, of course, you will 
have an opportunity to read it. And I think you have already given 
un answer to everything that is stated there, and I think, in the main, 
you are in agreement with his statement of facts. 

Mr. Barnes. Mr. Chairman, I asked that if this matter be consid- 
ered, that it be considered in executive session, not for my sake at all 
but because of the borrower, Mr. Burke’s client. 

I didn’t want there to be any indication from anything that we 
said or did that his client was not in every way a proper person and a 
ood businessman and one that the Government is glad to do business 
with. 

I think that there is nothing that we have done until now that has 
in any way indicated that. 

I merely mention that to question whether or not the committee will 
wish to have Mr. Burke’s letter or any other matters that have been 
dealt with in this hearing made a part of the public record. 

Mr. Murer. Mr. Burke, do you have any reservation, or does your 
client have any reservation as to anything that has been said here 
being made a part of the public record / 


STATEMENT OF WILLIAM V. BURKE, COUNSEL, ABBOTT IRON 
WORKS, INC., NEW YORK, N. Y. 


Mr. Burke. | think not, Mr. Chairman. 

I would, though, on behalf of my client, like to make a statement. 

It is my recollection that the authorization, ultimately signed by 
Mr. Barnes 

Mr. Barnes. | beg your pardon, sir. It was signed by Mr. Bene 
dict in our regional office. 

Mr. Burke. I stand corrected, 

It was dated, though, it is my recollection, December 22, 1954. And, 
| believe it was delivered to Mr. Runyan, president of the Trust Com 
pany of North America, some time during the latter part of January, 
or early February. 

Mr. Barnes. On February 1. 

Mr. Burke. It seems rather harsh treatment of a borrower to be 
compelled to wait 6 or 7 or 8 weeks, and in the meantime not to be 
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told why the Washington office would not issue the required or requi- 
site authorization. 

We had been informed by the regional office in New York that the 
loan had been approved. And I think, normally, any borrower will 
rely upon that assurance. My client did rely upon that assurance by 
way of taking on a considerable amount of new contractual obliga- 
tion which it would not have taken on if the assurance had not been 
given. 

Mr. Barnes. To that I can say, Mr. Burke, that the authorizations 
that are prepared are the legal instruments, of course, that set out the 
terms and conditions of the loans, and they are alw ays dated as of the 
date of the action authorizing the loan, which means that they should 
be dated back, which is what was done here. 

The action taken on February 1 was dated as of December 22, and, 
in effect, confirmed and ratified everything that had ew place. 
And while it may seem unjust to your client, the information I had 
from the banker was that it would not cause any inconvenience, since 
interim financing had already been advanced, and the remainder of 
the loan would not be needed until after the loan was closed. 

Mr. Burke. Well, Mr. Barnes, if I may say so, I think your thoughts 
on the matter might be modified a bit. I know Mr. Runyan very well 
1 have worked with him for quite some time on other matters in the 
past. Unless he had known through me the Abbott Iron Works peo 
ple, he would not have made the interim loan, in the first place. 

He was very conscious of the fact that Abbott had taken on severa) 
new contracts just before Christmas, or just after es on the 

irength of Mr. Horner’s assurance, verbal assurance only, to Mr. 
Runyan that the New York regional office had approved the We an, 1, th: at 
the issuance of the requisite letter of authorization was in effect a mere 
formality to be complied with by Washington, or to be issued by 
Washington. 

Relying upon that, Abbott Iron Works, as I said, did take on quite 
i number of contracts. If that assurance had not been given, it would 
not have taken on those contracts. Fortunately, the authorization 
was delivered around the end of January or the first of February, and 
as a result the loan was closed some time in February. 

Sut if the authorization had not been delivered for the loan, the 
iron works today, I think, would be in a very precarious position. 

And, from my point of view, I very strongly think I could not 
have succeeded in closing this loan unless I had managed to see Con- 
gressman Multer. That ismy personal opinion. 

Mr. Rrenuman. Mr. Chairman, I hesitate to say this, but I want 
to say, in all fairness, if we are going to have an administration of 
small business or an administration of agriculture or anything else, 
and our administrators have got to wait for the influence of some 
lawyer on the outside, or someone on the outside to come to a Con- 
gressman—I will take myself as an illustration—if I have got to use 
force and persuasion, then I want to get out of Government, and I 
will lose my faith in it. 

I think that is the wrong attitude for an attorney to take. [ 
know we can be helpful and help expedite cases, but if we haven't 
the faith in our administrators, whether they be Republican or Demo- 
cratic, to carry out the law as Congress writes it, and to do their jobs 


——_ a * 
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without influence-peddling to Congress on Capitol Hill, then Mr. 
Attorney, I think we are in a bad situation in our country. 

I hate to say this, but I am a sincere Representative. I am not 
much of a demagog, I never have been. I know if you came to me, 
if you were in my district and came to me, I would love to help you. 
But I would never want to be in a position where I had to be an 
influence-peddler to the man that is charged with the administration 
of the law that we have written, and I don’t think we want to see 
those implications brought into the hearing. 

I have told my constituents time and time again, “I will do any- 
thing I can for you, but if you want me to influence an Administrator 
against his wishes or against the laws that are written, then you are 
looking in the wrong direction.” 

I don’t think Congressman Multer would want to be anything 
else but helpful. I think he is tickled to death to think that he has 
been of service to you. But I would not want it to be left on the 
record that my colleagues or anybody else would be influence-peddlers 
against the wishes of the Administrator. 

“Mr. Mutrer. I think we have made our position very clear here. 

Mr. Burke was a total stranger to me when he was referred to me 
by Congressman Rooney. I am sure that Mr. Burke was called into 
this matter as a lawyer of ability and integrity, who could help his 
client process a loan. And I don’t think that Mr. Burke intended 
to call on Congressman Rooney or the Senate committee or this com- 
mittee or any of us to influence the action; I think he ver y properly 
tried to call on us to try to right what was apparently a very serious 
wrong done to American citizens who were interested in this matter. 

Mr. Rreutman. May | interrupt to say that there just appeared to 
be something wrong. I don’t think it has been proven, or can be 
proven, that he was completely wrong. But you and I like to look at 
the thing in the broad sense. 

Mr. Mouurer. I think I used the words “apparently being wronged.” 
And, apparently he was very much concerned about it, and I don’t 
mind saying it on the record: I think a man is entitled to know, 
whether he is a lawyer or an applicant for a loan, what is wrong 
when he comes into an agency and doesn't get the answer he is entitled 
to get. 

And, when he can’t get the answer, I think the agency is derelict 
in its duty when it requires intercession from Congress, Members of 
Congress or members of the committee having jurisdiction over the 
committee, in order to get that answer. 

Mr. Amis of the Senate committee was just as concerned over it 
as I was, because I don’t think that that was an answer that should 
have been given to anybody. 

I have listened very carefully to everything Mr. Barnes has said 
to us, and I have tried to be fair about it, but I haven’t been able to 
eradicate from my mind that if there hadn’t been this intercession 
on the part of Members of Congress, and of the Committee on Small 
Business, that this loan would never have been finally processed. 

In saying that, I may be doing you an injustice, Mr. Barnes, but 
I am trying to be frank with you. I think anybody else who has had 
these cold facts placed before them would come to the same conclusion. 

Mr. Barnes. Mr. Chairman, all I can say to you is that when I 
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deal in these matters I have to satisfy myself. It may be sometimes, 
in talking with Members of Congress, if I find they have a personal 
knowledge of the borrower, or it develops in a conversation, that may 
be the information I am seeking and may be of some use. 

But here the decision was reserved until I talked with Mr. Runyan. 
As you say, hindsight is not always the best thing 

Mr. Mutter. It is always better than foresight. 

Mr. Barnes. But I am reasonably sure that if I had not received 
from Mr. Runyan the assurances that I did about this loan—Mr. 
Benedict, Mr. Horner and myself were all there, and we were consult- 
ing about—I wasn’t telling them what to do, but we were consulting 
about the matter; it is in my mind a very likely thing that we would 
not have made the loan in February, in spite of the calls. 

And may I say—and I want to be perfectly clear on the record— 
that the calls that I received from you and the other members were 
not in any way anything except just seeking information about the 
matter—— 

Mr. Muurer. You see, again, it is the sequence of events that con- 
cern me more than what was finally done, or what was originally 
done. 

If your agency had done ever ything that you did with the excep- 
tion of saying to anybody that, “This loan is disapproved,” there 
would never have been a ‘disapproval of the loan. If you had not 
told anybody that the “best interests of the Government require that 
this loan be disapproved” but proceeded to do first, what you did 
later the loan would have gone through and there would have been 
none of this. 

But something came to your attention. It disturbed you. I can 
even concede that it had a right to disturb you. You immediately 
contacted the regional office and said, “Stop.” I can concede you had 
aright to do that. 

But I say that none of that would have happened if you had simply 
said, “Hold up, New York, until I or someone has a conference with 
Mr. Runyan and satisfy ourselves as to some doubts that have been 
created.” 

Then there would have been no disapproval; there wouldn’t have 
been this statement to Mr. Amis or to me or to Mr. Rooney that the 
best interests of the Government require you to do anything; all of 
this stuff would have been avoided, you would have been satisfied 
that this was a good loan, and New York would have proceeded. 

Look how much easier it would have been to say to Mr. Rooney’s 
office, to Mr. Amis, to Mr. Multer, “Hold your ‘horses; don’t get 
excited ; we are investigating that.” 

Mr. Barnes. I think that is correct. I admit that. 

Mr. Mutter. Instead of saying the best interests of the Government 
require that you don’t make the loan, and then that you must refuse 
to give us any further information, and you leave us hanging on a 
limb. 

Any reasonable man has a right to know, “What is my Government 
doing to me? I have never done anything wrong. Why are they 
doing this to me?” But none of that was said to any of us, public 
officials, banker, or applicant. 
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I think that if any good comes out of this hearing, if we accomplish 
anything, it will be that in the future, before anybody is told that you 
disapprove, you will say: “We have got to process this further, there 
are some further investigations,” and then come to your final conclu- 
sion when the investigations are completed. Then nobody can be 
hurt. 

Then, if after the investigation is complete, your doubts are con- 
firmed and you must say: “The best interests of the Government dic- 

tate that we don’t make the loan,” then the applicant has no complaint, 

his case has been given a full and fair investigation, and he has been 
confronted with the charge, you have given him an opportunity to 
explain it away, and he has no further ‘complaint. He has no right 
to demand that the loan be granted, but he has a right to demand 
that the application be processed fully and fairly, and if your decision 
is unfavorable, that it be explained to him. 

Then we Members of Congress will not be put in the position, or 
our staffs, of not being told precisely what is going on. 

Mr. Burke. May I make a brief statement, please ? 

I would like to attempt to disabuse in the minds of the gentlemen 
present any thought that any one or all may have that I attempted to 
exercise influence or seek influence. 

I acted only in the best interests of my client, as my own conscience 
dictated. I was confronted with a complete blank wall. I wanted 
to penetrate that. 

That is the only reason I sought you out. 

Mr. Rresitman. Mr. Chairman, I want to say in closing that cer- 
tainly I want Mr. Burke to know that I want to be fair, and I hope 
that I can always maintain that position. 

Mr. Murer. You always have, Mr. Riehlman. 

Mr. Rreuximan. If there is any time that I misinterpreted what you 
had to say, I apologize to you, Mr. Burke. 

Mr. Burke. Thank you, sir. 

Mr. Rrenuman. And if I misinterpreted your attitude in the state- 
ment I made, your attitude or your feelings, I certainly would never 
want it to stand, as possibly I expressed my views. 

But I would like to reiterate that I never would want any colleague, 
any more than I would myself, to be put in that position. And I am 
sure the chairman would agree with me on that. 

Mr. Mutter. I do, Mr. Riehlman. 

Mr. Burke. You see, sir, when my client was advised by the New 
York regional office, and when Mr. Runyan was so advised, and I also, 
that W ashington would not issue the requisite letter of authorization 

:o that the loan could be disbursed, we were given no reason. 

But we have been previously assured by the New York regional office 
that the loan had been approved by the delegated authority, the New 
York regional office. 

The general information of all concerned, naturally, aroused in the 
minds of the principals grave apprehensions as to whether or not there 
might not have been mistaken identities involved. 

Mr. Mut rer. I hope that some good will come of this, Mr. Burke, and 
that you have contributed to bringing about a change of procedure 
that will prevent anything of this kind happening again. 
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I know that Mr. Barnes and his aides want to do the right thing and 
do a good job. And I think we have a meeting of minds on the 
problem. 

Thank you very much, gentlemen, for being with us. 

The meeting will stand in recess, subject to the call of the Chair. 

(Whereupon, at 11:50 a, m., the subcommittee adjourned, subject 
to the call of the Chair.) 
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NATIONAL FEDERATION OF INDEPENDENT BUSINESS, 
BURLINGAME, CaAwir., March 16, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee 2, House Small Business Committee on 
Government Procurement, Disposal and Loan Activities, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN MULTER: We are most happy to comply with the request, 
transmitted through our Vice President Mr. George Burger, for information 
concerning the manner in which the National Federation of Independent Busi- 
ness selects and prepares bills and issues for presentation in the Mandate. 

Unfortunately our president, Mr. Harder, is away from the office at this time. 
We know he would be delighted to reply personally. 

To begin with, let us make it clear that the Mandate and all its contents are 
prepared, printed, and mailed right from this federation headquarters. 

As to our sources: we draw on many sources for subjects which might be 
covered in the various issues of our publication. For instance, we are in con- 
stant, close contact with our Washington office, which in turn is in close contact 
With legislative developments and many federation members who have direct 
problems involving Government relations. We are in constant, close communi- 
cation with our public relations division, which in turn is in constant, close 
contact With businessmen and their organizations. We are in constant, close 
touch with members of our nationwide field force, who are visiting with thou- 
sands of businessmen across the country each day. 

More than this, members of our board of directors, representing many differ 
ent and important vocations across the country, contact us from time to time 
on pressing matters. Many of our advisory counsel of over 2,000 district chair- 
men, federation businessmen members selected by fellow members to head their 
local chapters, send us suggestions. Many of our members themselves contact 
us on this matter. 

In addition, from time to time we receive suggestions for polls from Members 
of the Congress. For instance, during Senate Banking and Currency Committee 
1953 hearings on small business financing legislation, Senator Prescott Bush 
asked Mr. Burger, a witness before the committee, for an opinion on certain 
proposals. Mr. Burger said he would recommend a the Mandate poll on the 
matter, transmitted this information to this headquarters and a poll was made. 
We are always happy to cooperate with Members of Congress and congressional 
committees in conducting membership polls on matters on which small business 
opinion is desired. 

More than this, our headquarters the Mandate staff is charged with reading 
all issues of the Congressional Record, drawing from them bills which seem to 
cover suggested subjects, and other bills which have a direct impact on inde- 
pendent business welfare. The staff is aided, in this direction, by information 
made available from such publications as Congressional Quarterly, Business 
Week, Kiplinger Newsletter, Wall Street Journal, and trade association publica- 
tions which are followed closely. 

It is one of the duties of the Mandate staff to keep track of all these recom- 
mendations and considerations. Actually, a file is maintained for this particular 
purpose. At the same time, this staff is charged with maintaining a constant 
study on these things so that there may be the most adequate information possible 
at hand when a decision is made to present any one or more of them. 

Now as to the manner of selection of the various bills and issues used: About 
1 week before each issue of the Mandate goes to press, a conference is held at 
the headquarters office between the staff, Mr. C. Wilson Harder, our president, 
and the director of our membership department. The purpose of this conference 
is to weigh the importance, immediately of need for action on, and timeliness of, 
the various recommendations which have been made for carriage of various bills 
and issues in the Mandate. From this conference comes agreement on the 
inaximum five issues which can be carried in each of the Mandates. 
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Generally speaking, among factors taken into consideration in reaching de 
cisions are: intensity of the problem in any particular line, breadth of the prob- 
lem in all its ramifications across lines of one or more industries, timeliness of the 
issue from the standpoint of businessmen concerned, timeliness of the issue from 
the standpoint of congressional action. 

Once a selection has been made, the staff is charged with writing the presenta 
tions on the various issues, and with making all remaining research necessary 
to develop the arguments for and against, all to space available within the Man 
date format. In this work the staff is afforded the cooperation of all federation 
departments, including the Washington office and the public relations division 
Whether this cooperation is used, and the extent to which it is used, is left to 
the discretion of the staff, and usually rests with the needs evidenced. 

Once the preparation is complete, a second conference is held at the head 
quarters office between the staff, our president, and the membership department 
If some minor corrections are deemed necessary, they are made. 

Following this conference, the bills and issues, as prepared and approved, are 
submitted to the printer and presented to the membership for vote in the Mandate 

Incidentally, we notice that in his March 9 letter to you, Mr. Burger made the 
statement, “You can rest assured that neither this office nor the writer has any 
authority on this, nor do we recommend what bills should be polled.” As we have 
pointed out, we do receive recommendations for subjects to be polled from the 
Washington office. However, final decision as to whether these issues will be 
used is reserved to this headquarters office because of the more widespread scope 
of our contacts. We do not offer this observation as any derogation of the im 
portance of the activities and informational value of this particular office, which 
are great, but merely to make this explanation clear. 

With very best regards, 

Sincerely, 
GEORGE J. BurGER, Jr., 
Assistant to the President 
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STATEMENT OF FRANK S. BRAINARD, JR., PRESIDENT OF BRAINARD INDUSTRIES, INc. 
LINDENHURST, LONG ISLAND, N. Y., BEFORE SUBCOMMITTEE NO. 2, ON GOVERNMENT 
PROCUREMENT, DISPOSAL, AND LOAN ACTIVITIES OF THE SELECT COMMITTEE ON 
SMALL BUSINESS, HoUSE OF REPRESENTATIVES OF THE UNITED STATES 


Marcu 28, 1955 
Mr. Chairman and members of the House Select Committee on Small Business 
reference is made to hearings conducted by your Subcommittee No. 2 on my firm 
Brainard Industries, Inc., of Lindenhurst, Long Island, N. Y. 

The following additional material is given under oath as part of my testimony 
before your committee. You informed me it is to be considered as though I gave 
it before you and as such made part of the record. 

Since witnesses for the Small Business Administration made certain repre 
sentations which I consider false, and which were misleading to this committee 
and prejudicial to me, I feel it to be extremely important to clarify the principal 
misrepresentations. 

In my testimony before this committee I brought up the following points, which 
I sincerely believe, concerning my dealings with SBA: 

That SBA Regional Director for New York, J. Frederic Benedict, continually 
put off disbursement of our authorized loan in an attempt to take over out 
business ; 

That Mr. Benedict advised me at one point that the disbursement checks would 
be handed over to me on a certain day and therefore, instructed me that it would 
be safe to hand out payroll cheeks which would then be covered by the 
disbursement checks; 

That other SBA officials twisted facts and acted in such a deliberately vacillat 
ing Way as to prevent disbursement of our loan; 

That because the loan we applied for from SBA was completely secured with no 
risk to SBA funds, officials of SBA had no right, and have no right even today 
to withhold disbursement of the loan which was authorized on October 15 
1954. 
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By substantiation of the above facts is now part of the committee’s record. 
However, subsequent to my testimony, officials of SBA and witnesses for SBA 
made innumerable distortions of facts which require the most emphatic correc- 
tions, limited here to a few of the more blatent points, demonstrating the im- 
portance of your careful scrutiny of their entire testimonies. 


RELATIONSHIP BETWEEN BENEDICT AND LANE 


In my testimony I pointed out that Mr. Benedict while SBA Regional Diree- 
tor, was affiliated with a Mr. Vincent Lane in a firm known as Benedict Manu- 
facturing Co. During the summer of 1954 they were active in the sale of a 
unit they called an air-conditioner. 

I further pointed out that they conspired to while away and gain control of 
a product which was important to the future operation of my plant. This is a 
heating unit which is closely allied to the type of home appliance they were 
selling and which could be sold in a similar way. 

This committee heard the testimony of Mr. Gordon Hoskinson, the inventor 
of the product, who described in detail Mr. Lane’s attempts to obtain the product 
by intimating that Brainard would not get the SBA loan. How did Lane know 
that? Where did he get his information? 

Mr. Benedict testified under oath, “The business of Benedict Manufacturing 
Co. had been owned by me prior to my becoming associated with the Small 
Business Administration, and it is a matter of record that I did and still do 
own it. Its operations have been sharply curtailed with the objective of 
closing them entirely consistent with sound business judgment in connection 
with activities already entered into. I have not been active in its operation. 
The general management has been in the hands of Mr. Harold D. Mills, Morris, 
Nae” 

I understand that Mr. Benedict’s extensive 1954 private business activities are 
brought out in pretrial testimony of a lawsuit, Mr. Benedict versus Mr. Lane, 
available at the Supreme Court, Mineola, Long Island, N. Y. I sincerely be- 
lieve that this testimony of Mr. Lane, under oath, will show how very active 
Mr. Benedict was in the operation of his proprietorship during the time he was 
regional director of SBA. 

Mr. Benedict rode in a car with Mr. Svend Erickson, also of SBA-New York. 
to Long Island one day, the first week of November 1954, which I understood 
at the time was on private business with Mr. Lane. Was annual leave taken 
for this trip and who paid the expenses? It would also be of interest to know 
if Benedict Manufacturing Co. paid any of Mr. Benedict's expenses during the 
time he was regional director of SBA. And if it did—for what reason, since 
Mr. Benedict says he was not active in its management. Mr. Benedict mentioned 
a Mr. Mills as the operator of Benedict Manufacturing Co. I sincerely believe 
it will be found that Mr. Mills was only the accountant and Mr. Benedict was 
the true operator of the proprietorship. 

It is common knowledge that Mr. Benedict was planning to become actively 
associated with MeGrath Securities, 70 Wall Street, New York during the sum- 
mer of 1954. This is the firm from whom, I believe, Mr. Culpeper of 22 Jerico 
Turnpike, Mineola, Long Island, N. Y., acquired Micro-Moisture Controls which 
is connected with Comfort-Zone Corp. from which Mr. Benedict purchased the 
franchise contract for the sale of a product during the time he was regional 
director and during the time as he testified, that he was sharply curtailed, with 
the objective of closing, the activities of Benedict Manufacturing Co. 

At present Mr. Culpeper, through Micro-Moisture Controls, is a sales agent 
for the Hoskinson Free Heater. 

In connection with the plan for Benedict Manufacturing Co. to take on the 
Hoskinson Free Heater, I understand that Mr. Benedict discussed this matter 
with Mr. Lane at a dinner one evening at the New York Athletic Club which 
was attended by a Mr. Paul Conway, an insurance agent from upstate New York. 

The same Mr. Culpeper, through a third party, Mr. Harold Marsh, invited me 
to dinner at the Crescent Club in Huntington just after we were granted our 
SBA loan authorization. The reason for this dinner was to see if I would sell 
ny company to Mr. Culpeper. At the time I did not think anything about it since 
| was not aware until recently of the close relationship between McGrath 
Securities, Mr. Culpeper, and Mr. Benedict. Since that time however, there 
has evidently been a falling out of this connection since Mr. Benedict and 
Mr. Culpeper are now in a lawsuit with each other resulting from this business 
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relationship built up during the time Mr. Benedict has been regional director 
of SBA. 

I would like to point out that the contact between Benedict and Lane con- 
tinued long after the loan was authorized and during the period when Benedict 
was the key official considering the disbursement of the loun. 


MATTER OF THE LETTER 


In order to minimize the damning effect of my testimony, SBA Administrator 
Barnes, Regional Director Benedict and Regional Counsel Davidson attempted 
to drag in a “red herring” that was not in the least germane to the situation and 
patently false in the impression it tried to create. 

I refer to a letter concerning my company’s inventory submitted to SBA by 
the office of our CPA, Mr. Fred Fisher. 

With hollow righteousness, they implied that the letter was a falsely signed 
document which I knowingly submitted. Nothing could be farther from the 
truth. 

I maintain that by dragging this insignificant issue into the hearing, they 
were grasping at straws. I intend to comment upon this incident in detail not 
because it warrants such an explanation, but only because SBA officials prac- 
tically based their entire defense upon it. 

This is what happened: 

On November 23, 1954, Mr. Benedict, my brother Robert, and I discussed the 
disbursement of the loan and Mr. Benedict said that he was not satisfied with 
the inventory figures represented in our financial statement and that he demanded 
a further statement from our CPA, Mr. Fisher. I asked Mr. Benedict exactly 
what he wanted in such a statement. Mr. Benedict then dictated a letter to me 
which he wanted Mr. Fisher to file with SBA. (The transcript in my bhand- 
writing. as he dictated it, is available and was read to this subcommittee). When 
Mr. Benedict completed the dictation, I immediately attempted to locate Mr. 
Fisher by telephone from the SBA office, but his secretary did not know of his 
whereabouts at the time. Since we were pressed for time, I dictated the letter 
to Mr. Fisher’s secretary over the phone just as Mr. Benedict had given it to me 
with the exception of some pronoun changes. She said that she often signed 
Mr. Fisher’s reports—in fact, had signed our statements that she delivered to 
SBA New York Office the evening before—and that she would see that this letter 
was delivered to SBA promptly. I impressed her with the urgency of SBA’s 
receiving the letter immediately since Mr. Benedict had promised disbursement 
of the loan as soon as we obtained the letter. All this happened during the 
morning. 

At about 6 p. m. that evening, Mr. Fisher’s secretary delivered the letter to 
the SBA office. It never occurred to me that Mr. Fisher did not either see the 
letter or at least hear it over the phone during that period of some 6 hours. 
(I very often had my secretary sign letters which I had read to me over the 
phone). 

As the attached sworn statement of my brother Robert Brainard vertifies, 
this letter was handed to my brother and he in turn handed it over to SBA 
official, Ralph Williams. Contrary to the report of Mr. Davidson, SBA counsel, 
and the statement of Regional Director Benedict, I was not present at the time 
and to this day have never seen the actual letter. 

Let me emphasize that I did not compose the letter. It was dictated by 
Mr. Benedict. Mr. Fisher’s secretary volunteered to sign it, and I was not 
present when the letter was turned over to SBA. 

I had no idea until the next morning that Mr. Fisher had not O. K.’d the 
letter. 

The next morning, November 24, my office was notified by Mr. Fisher’s office 
that he did not agree with the letter, that his secretary had signed it without his 
permission and that he wanted it back. 

As I understand from Mr. Fisher, his reason for so doing was it nullified what 
he had already said in the October 31 statement and therefore Mr. Benedict 
had no right to demand it. 

Congressman Multer pointed this out when he said : 

* * most people practicing law in New York and all certified public account- 
ants know that it is a very rare instance, indeed, since one of our largest certified 
public accounting firms was held liable for damages for certifying inventory, 
that they will certify it. And, they will never certify it unless they personally 
supervised the taking of the inventory.” 
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On the day Mr. Fisher asked me to withdraw the letter, through a message 
from his office to my office and relayed to me at the SBA office, the matter was 
immediately discussed by my brother and myself with several people at SBA, 
including Mr. Benedict, and it was obvious to all that the leter was worthless. 
During this discussion Mr. Benedict said he understood how it happened and 
was not concerned with that. 

However, in order to disburse the loan he said he would have to have an 
audited inventory, as confirmed in the first sentence of my letter to him on 
November 28, 1954 (copy attached). At the time we were to commence the audit 
of the inventory, I suggested to Mr. Benedict that he have an SBA man present 
during the taking of the inventory if it would be of any help to him. He said 
that this was not necessary—all he wanted was the audited inventory. In fact, 
Mr. Benedict in his own testimony, admits he asked for the audited inventory. 

I therefore always regarded the letter in question as a closed matter since we 
had all agreed in Mr. Benedict’s presence that it would be replaced by the certitied 
audit requested by SBA. 

That same afternoon of November 24 we started the inventory audit which 
cost us some $10,000, a sum we could ill afford to spend. 

This certified audit more than substantiated the inventory figures we claimed 
in our October 31 statement and completely substantiated the essence of Fisher's 
letter. Yet both Mr. Barnes and Mr. Davidson stated in their testimony that 
this letter incident uroused their suspicions about our company and that is 
why they toughened up on us and eventually refused disbursement. 

There is no doubt in my mind that SBA officials resurrected this forgotten 
and insignificant incident after I reported our entire case to Robert A. Forsythe, 
chief counsel and Walter B. Stultz, staff director for the Senate Small Business 
Committee on December 6, 1954. 

The same incident was brought out before this committee in this hearing 
for obviously the same reasons. 

Evidently, in SBA’s attempt to build up a case they had Mr. Arthur D. Horner 
of their Security and Compliance Section visit New York on December 10. In 
turn Mr. Davidson, the regional counsel, sent a bias, damaging and unfair 
report on the subject to his Washington office on December 15. This obviously 
was a deliberate and desperate attempt to camouflage their actions by dis 
crediting my story. They never had the common decency to bring this out 
in the open for discussion with me. I had to attend this hearing to hear their 
story. 

These incidents reflect the shoddiness of SBA’s methods in this entire affair. 


PROMISE OF DISBURSEMENT 


In my original testimony I related how on the late afternoon of Friday, 
November 19, Mr. Benedict declared that he had ordered the disbursement 
checks from Washington and he expected to turn them over to me on the follow- 
ing Monday or Tuesday at the latest. Therefore, he advised us to distribute 
payroll checks which would be covered by the disbursement checks on Monday 
or Tuesday at the latest. 

Under oath Mr. Benedict denied that he had ever advised us to distribute 
the payroll checks or that the disbursement checks were coming to us the follow- 
ing Monday or Tuesday. 

Mr. Benedict testified, “At no time in any manner have I advised or suggested 
to Brainard Industries to give out payroll checks based upon anticipation of 
disbursement of this loan. It has always been a serious question as to whether 
the loan might be disbursed and this was well known to Mr. Brainard. Any 
action of this nature he took entirely upon his own jurisdiction with absolutely 
no direct or indirect approval of such action by us.” 

I am attaching my brother’s sworn statement attesting to the fact that 
Mr. Benedict did so advise us. At that time, Mr. Benedict in our presence spoke 
to Mr. Ralph Oehler, Business Agent for the International Association of 
Machinists, AFL. Mr. Oehler likewise was told that the disbursement checks 
were ordered from Washington and would be in New York Monday or Tuesday. 
Mr. Oehler’s affidavit on this subject was submitted to the Senate Committee 
on Small Business last December. 

The following incidents will indicate the complete and utter inconsistency of 
SBA officials during this period. 

On November 19 Mr. Benedict told us disbursement of the checks would be 
made the following November 22 or November 23. 
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A letter from Mr. Benedict dated November 24 informed us that disbursement 
of the checks was refused. Upon receipt of this letter, which came as a com- 
plete surprise on November 26, I immediately phoned Mr. Benedict at his home 
in Norwich, New York, and asked him about the letter. He said to disregard 
it because it had been written prior to our agreement to take the audit. This 
conversation I repeated as I talked with Mr. Benedict in front of three of our 
employees who were present—Mr. William Heller, Mr. James Looks, and Mr. 
Henry Heller. Furthermore, I confirmed this on page three in my letter of 
November 28 to Mr. Benedict, a copy of which is attached as evidence. 

Mr. Davidson at a later date told me that they had purposely included the 
word “now” in their letter of November 24 so that the refusal to disburse would 
not be construed as anything but temporary. Subsequently, in his testimony 
before your subcommittee Mr. Davidson switched his story and said, “The three 
letters (first letters) state unequivocally that no disbursement would be made”. 

If Mr. Davidson’s second story is true that SBA had no intention of dis- 
bursing the loan on November 24, why did SBA demand on the very same day 
that we take an inventory audit costing us some $10,000 carried out November 
24,25 and 26. This refutes Mr. Davidson’s testimony completely. 

The entire history of this case from its inception reveals the quick-change 
artistry of SBA officials. This is obviously not good government, nor is it good 
business, 


rik ONLY SBA OUTSIDE WITNESS 


A Mr. Arnold Lewis, attorney for the creditor’s committee, appeared at the 
hearing at the instigation of SBA officials. Mr. Lewis made so many conflicting 
statements I do not feel it important to refute each of them here. I strongly 
question his motives, not only in appearing before this committee but also in 
testifying as he did. Since he is attorney for the creditor’s committee which is 
anxious for a happy ending to this affair, it is strange that he should attempt to 
sabotage our efforts. 

MR. BARNES TWISTS THE FACTS 


Mr. Barnes said when he was discussing the fact that we had established a 
creditor’s committee, “It was a very material fact, of course, and that fact was 
not ever revealed at the time Mr. Brainard appeared. It was disclosed finally 
to us through a Dun & Bradstreet report we obtained. Then, at a subsequent 
meeting, Mr. Brainard, I think, mentioned it to one of the people in the New 
York Office, when he had a meeting with his people late in November”. 

To put the record straight, Mr. Benedict himself suggested at about the time 
that our application was filed in September that I call a meeting of all creditors 
aus the most expedient way of getting them to sign standby agreements which 
would be required if SBA authorized our loan. There was no secret made of this 
and SBA was well aware of this fact. As proof, the SBA dealt with Mr. Lewis, 
ihe attorney referred to above, in preparing the rider to be attached to the standby 
agreements during October. 

Mr. Barnes said regarding the investigation made for him by Mr. Arthur D. 
Horner of SBA’s Compliance and Security Seccion, “Upon the completion of 
his report, which I examined carefully, I concluded that the investigation had 
been made in an objective and impartial manner and that the allegations made 
against Mr. Benedict were in fact without any truth or substance whatsoever and 
that Mr. Benedict was in no way responsible for any actions of Mr. Vincent Lane 
in connection with Mr. Brainard’s business. However, upon first learning of 
these allegations, Mr. Benedict disqualified himself from any further considera- 
tion of or action on the application for a loan made by the Brainard Industries, 
inc, ©*) 9° 

Why was Mr. Lane not asked to sign the statement for the record as were 
the others, if this investigation were impartially and objectively conducted— 
after finally giving his statement which is reported to be very damaging to Mr. 
Benedict and SBA? 

CONCLUSION 


I have listened intently to every word offered at this hearing and believe I 
have presented substantial evidence and testimony to back my position. 

I maintain that much of the testimony of SBA officials was colored by a des- 
perate need to cover up their conduct in regard to this loan. 

I maintain that SBA could not, did not and still cannot justify their failure 
to disburse this loan. 
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I maintain that Mr. Benedict failed to act in the high tradition of govern 
ment service and that his firm's negotiations with Mr. Hoskinson were unethical 
if not illegal. 

I maintain that my cuse becomes most significant when it is judged in the 
light of SBA’s failure throughout the country to justify its existence by living 
up to the act of Congress which gave it life. 

No matter what other conditions may have been present, it should be obvious 
to everyone that with the audited inventory demanded by SBA on November 24, 
1954, and furnished to them by the end of that month, with the assignment to 
SBA of the Western Electric portion of the total inventory which exceeded the 
amount of the anticipated disbursement, and with a guarantee by Western 
Electric to purchase that inventory at any time from the SBA, it was impossible 
for SBA to get hurt and the agency would have been performing the service 
for which Congress established it. 

[SEAL | FRANK S. BRAINARD, JR 

Sworn to before me March 28, 1955. 

SAMUEL H. BLUMENTHAL. 


I, Robert P. Brainard, residing at 150 Wall Street, Kingston, N. Y., offer the 
following statement under oath. 

The following three incidents occurred while I was at the Small Business 
\dministration office in New York, N. Y. 

1. On November 19, 1954, Mr. J. Frederick Benedict, the regional director 
for SBA, advised us to give out Brainard Industries payroll checks when the 
Union officials telephoned Mr. Benedict's office to inquire about the status of 
the loan. After Mr. Benedict talked with Mr. Oehler, he gave the phone to 
Frank Brainard for further conversation. At this time Mr. Benedict said that 
he had sent for the checks and that he saw no reason why the loan could not be 
vlosed on Monday and that he would have the checks late Monday or at the 
latest on Tuesday. I made it clear to Mr. Benedict that under no condition 
did IT want these checks out if they could not be made good. Mr. Benedict was 
confident that we have no problems if we followed his advice. To us, he was 
Mr. SBA—so we acted in good faith—on his word as New York Director of SBA 
Frank Brainard and I, alone with Mr. SBA, are happy that the closing would 
take place on Monday. 

2. About 6 p. m., on November 23, 1954., our C. P. Avs (Mr. Fisher) secretary 
lelivered a letter to ime while Il was waiting for Mr. Benedi-t to return to his 
office. The letter was concerned with our inventory and the letter had been 
dictated by Mr. Benedict and relayed to Mr. Fisher's secertary by my brother, 
Frank, by phone from SBA. Upon receipt of the letter, I turned it over to Mr. 
Ralph Williams, the SBA official who was supposed to close our loan. My) 
rother Frank was not at the SBA office at the time the letter was delivered, 
nor was Mr. Benedict even though he had promised to see me several hours 
earlier—but then he seldom kept his appointments and IT was used to his irre 
sponsible, methodless manner of doing business. Naturally the secretary said 
nothing to me as to her signing the letter or that Mr. Fisher had not been aware 
of its contents. 

3. During the morning of November 24, 1954, when the question of Mr. Fisher 
not having signed the letter, in (2) above, was discussed, Mr. Benedict told us 
that we would have to obtain an audit of our inventory to get disbursement of 
our loan. He also stated that the fact that the girl signed Mr. Fisher's name to 
the letter was certainly Mr. Fisher’s internal office problem and that we should 
not concern ourselves with it. Mr. Benedict pointed out that it was Mr. Fisher 
that was at fault. 

Rosert P. BRAINARD, 
RicHARD RISLEY, 
Notary Public, Ulster County. 

Commission expires March 30, 1956. 


NOVEMBER U8, 1954. 
SMALL BUSINESS ADMINISTRATION, 
1790 Broadway, New York, N. Y. 
(Attention: Mr. J. Frederic Benedict, Regional Director.) 
GENTLEMEN: Since you demanded an audited inventory prior to disbursing our 
loan, we engaged a local auditor who worked with our men day and night for 
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3 days, including Thanksgiving Day, and finally about midnight Friday, they 


completed the task. 

We would point out that it not only cost us a loss of about $1,800 per day of 
production, but cost the hourly wages of our men, not only during their regular 
working hours but for one and one-half time, double time and even triple time on 
Thanksgiving Day. This all coupled with the auditor and his assistants bill of 
$500, has made this a very costly undertaking. 

However, we are very pleased with the results which show a total inventory of 
$215,896.56 which is $67,219.41 greater than the figures of $148,177.16 previously 
submitted to you. We felt that the auditors were unduly harsh in their evalua- 
tions since they only took the very lowest of values in every case. On the other 
hand, the total value being $215,896.56 with the auditor allowing in many cases 
a figure much less than that which we believe to be fair, we have certainly proved 
our stable position. 

You might be interested in the reasons for the variation in breakdown in the 
various inventory categories. As you know, accountants often treat items differ- 
ently from each other, and so it is in our case explained as follows: 

1. Finished goods difference due to shipments. 

2. Work in process difference due to treatment by auditor of manufactured 
parts and supplies as raw material and parts where we had shown them in many 
instances as work-in-process. 

3. Raw material difference due to treatment by auditor of small tools, parts 
and supplies, also standard dies used constantly, as separate items and not raw 
material as we had. 

{. Standard dies shown separately by auditor were included in raw material 
by us. 

5. Special dies which were never included before in our inventory have been 
added by auditor. These have a real value since they are proven tools and are 
necessary to manufacture a particular part. The company for whom we produce 
the part would value them above raw material which could be purchased els: 
where, whereas if we were not able to produce the part, they would want to 
purchase the die for use elsewhere. Also the value of the die is figured in the 
price of the part to be produced and therefore carries that value with it. 

In addition to the dies included above by the auditor, for which specific uses 
are known, we have many other dies which we are not using at present or for 
which we do not have a Known use in the future. These would be conservativels 
valued at $100,000. 

We are attaching along with the Audited Inventory a Proforma Balance Sheet 
as at October 31, 1954 showing what the condition will be after the loan has 
heen disbursed, with various items paid and the standby creditors placed with the 
fixed assets. It shows a net current position of $65,562.04 and a net worth of 
$96,373.42. 

For some time we have urged the necessity of disbursing this loan promptly 
but 7 weeks have now passed without disbursal. Fortunately we have been able 
to keep up with the Western Electric delivery schedule in most instances. In 
fact we have completed 5 of the 12 items assigned as per your authorization on 
October 13, 1954. We bring this to your attention for various reasons, some of 
which are listed here without consideration to their order of importance. 

1. Important Signal Corps contracts are nowzin jeopardy due to our delay in 
meeting the required delivery schedule on assemblies for which we are the sole 
supplier. Failure on your part to go through this loan promptly will result in a 
loss to the Government, via the Signal Corps, of substantially more than the 
amount of the loan as well as offering physical damage to the defense program 

2. Wage earners have been 3 weeks behind in wages for 2 months and will not 
wait any longer for the balance due them. The income to the Government through 
taxes from payment of these back wages is substantial and would be lost if you 
fail to act now. 

8. Our landlord for the factory will not extend the time for overdue rent 
payments any longer. 

1. Officials at Western Electric who cooperated in obtaining this loan and wh: 
have patiently awaited its disbursal are now subject to severe criticism for having 
done so. 

5. United States and New York tax authorities who cooperated in making 
this loan possible are being placed in a ridiculous position. 

6. The difficult and costly work of obtaining standby agreements from trade 
creditors looks like time wasted and the creditors are getting impatient. 
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7. Of the $72,000 planned for original disbursement, $15,255.94 goes right back 
to the Government in taxes, and without our continuing to operate a total of 
about $40,000 would be lost. 

There are many other points which could be raised but I believe the above are 
sufficient to prove the urgency and to have you act without further delay. 

In closing I would mention our telephone conversation of Friday, November 26, 
when you informed me that your letter to us of November 24, 1954, should be 
disregarded since it was dictated prior to our last discussion and all that you 
now awaited was our audited inventory, the up-to-date breakdown of the un- 
delivered portion of the Western Electric Co. contracts being assigned, and the 
revised cash flow sheets. In this connection we are handing you the following: 

1. Audited inventory statement as at November 24, 1954. 

2. Auditor’s letter dated November 26, 1954, concerning the pricing of tools. 

3. Proforma balance sheet as at October 31, 1954. 

Western Electric Co. contract schedule as at November 24, 1954. 

Western Electric Co. cash flow schedule commencing November 20, 1954. 
Operating expense schedule. 

Material requirement schedule. 

Sales schedule on business other than Western Electric Co. 

9. Cash flow schedule on overall operation. 

We trust that we have now come to the end of a long ordeal in arranging for 
the SBA to help us in our effort to continue our business, perform under Govern- 
ment defense contracts and contribute to the strengthening of our economy by 
building private enterprise and all that it comprises. 

Very truly yours, 
BRAINARD INDUSTRIES, INC., 

[SPAL] (S) Frank 8. Brarnarp, Jr. 

Sworn to before me March 28, 1955. 

SAMUEL H. BLUMENTHAI 


STATEMENT BY VINCENT G. LANE, 14 SoutnH MerRrIcK Roap, MASSAPEQUA, N. Y¥ 


Mr. CHAIRMAN, 
House Small Business Subcommittee, 
House of Representatives, Washington, D. C.: 

On March 7, 1955, your committee commenced hearings on charges by a Frank 
S. Brainard, Jr., representing the Brainard Industries Inc., N. Y., against the 
Small Business Administration and, in particular, J. Frederic Benedict, regional 
director, New York SBA. During these hearings, which lasted several days, 
many statements were made which were untruths. 

I wish to advise that some of the testimony at your hearings by some of the 
witnesses were in fact false and I offer this proof wilfully to the Committee. 

Commencing with Mr. Brainard’s statements, a few of the discrepancies in 
his story are that, the product in question, the Hoskinson Free Heater, was not 
the property of Brainard or his corporation in August 1954 and, to the best of 
iy knowledge, is not as of this date. Mr. Brainard stated I attempted to take 
away something, the Free Heater, that was his, but testimony later during the 
hearings bore out his nonexistent claim. Further. Mr. Brainard has visited my 
office on Long Island numerous times in the past several weeks, since the hear- 
ings, and confirmed to me, and in the presence of witnesses, that he never 
possessed any claim, legally or morally, to said product. His present statement 
contradicts his testimony before your committee. In reference to Mr. Brainard’s 
statement that I constantly informed Mr. Hoskinson that Brainard Industries 
Inc. was going out of business is untrue, altho it was common knowledge at that 
time, in industrial circles on Long Island, that the Corporation was in serious 
financial difficulties. 

I visited Mr. Brainard at his corporation office in August 1954 and said visit 
was motivated solely in the interest of seeking new products for marketing. 
At no time did I attempt to get any product or products from the Brainard 
Industries, Inc., or any one else, for the sole account of Benedict Manufacturing 
Co. However, during said visit with Mr. Brainard, and upen inquiry from him, 
I stated the sought product or products were either for Lane-Benedict interest 
or failing Benedict interest, it could very well be my interest solely This 
statement by me because during the months of August and September 1954 Mr. 
Benedict was constantly requesting that 1 find another product in order that 
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our joint venture be continued and our sales organization be maintained and 
operative. Mr. Benedict was immediately informed by Mr. Brainard by tele- 
phone of this visit and I later that evening, during a dinner meeting with 
Mr. Benedict passed onto him the conversation that took place during the re- 
ferred to visit. At this evening meeting with Mr. Benedict he applauded my 
interest in mutual continuance. 

However, at no time during my meeting with Mr. Brainard, just referred to, 
did he at anytime relate to me the name of the Free Heater, the name of the 
owner or give me any literature about this product and as a matter of fact at 
that time, upon information and belief, I felt his corporation had no claim 
whatsoever to this product, even though it was being carried as a corporation 
product in the official corporation brochure. Mr. Brainard ended our conver- 
sation by stating he would contact the owner and make further contact with me 
to discuss the matter in more detail. No future contact was made by Brainard 
with me concerning this or any other product. Upon driving through Floral 
Park, Long Island, a few days later I noticed a sign on a store front advertising 
a Free Heater product and I took immediate steps to investigate same. As a 
result of inquiry I met a Mr. Gordon Hoskinson, the same man who appeared 
before your committee in behalf of Mr. Brainard, and in a matter of a few 
minutes of conversation with Mr. Hoskinson, it became evident to me that his 
Free Heater was the same product about which Mr. Brainard spoke to me and 
I mentioned this at once to Mr. Hoskinson for verification. Upon mentioning 
this to Mr. Hoskinson he became quite incensed that Mr. Brainard would make 
such a inference of ownership and Mr. Hoskinson told me, and an accompanying 
witness, a Mr. Jack Kaye, that if Mr. Brainard did not immediately desist in 
claiming the product as belonging to Brainard Industries, Inc., and cause same 
to be removed from the corporation brochure that Mr. Hoskinson would take 
legal steps of enforcement of his legal rights to the property or product. Based 
on Mr. Hoskinson’s conversation and apparent claim to this product, I proceeded 
to investigate this product further, believing that it could have possibilities. 
As a matter of fact, I brought literature over to New York that same evening 
to show Mr. Benedict at dinner. During the conversations at dinner about this 
product, a Mr. Paul Conway, who was associated with Mr. Benedict in business, 
was present and he requested I seek the answer to several technical questions 
about the product because of the great interest on the part of Mr. Benedict and 
himself about the product. I obtained the answers the following day from Mr. 
Hoskinson and passed them on to Mr. Benedict via phone at his office, the SBA 
office in New York. 

While on the subject matter of Brainard, I would like to inform the com 
mittee that at no time did I discuss the Brainard loan application pending 
before the SBA with Mr. Benedict from July onward. After the negotiations 
started to become messy and involvement became apparent I questioned Mr. 
Benedict in the offices of Bernstein, Margolin, Balin & Honorof, attorneys, New 
Hyde Park, N. Y., during the last week of October 1954 when we were arranging 
a mutual participation in a joint legal action, concerning any discussions I 
may have had with him concerning the Brainard application. Mr. Benedict 
confirmed to me in the presence of witnesses that I did not discuss or ask any 
questions about this particular loan. Hence, it would be impossible for me 
to be a source of information to anyone if I had no facts and no interest what- 
soever in the Brainard structure. I admit freely that I overheard many con- 
versations between Messrs. Benedict and Brainard but they were not pertaining 
to his corporation’s application. 

Regarding the testimony of Mr. Hoskinson, given your committee, and devoted 
almost entirely to me, I now state that almost all of his sworn testimony was 
false in substance. After reading the official minutes of his statements, I believe 
it sufficient for me at this time, in regard to the credibility of Mr. Hoskinson’s 
testimony, to respectfully point out the following fact. Mr. Hoskinson stated in 
a direct statement and under cross examination that he listened in on conver- 
sations TI had with certain persons in the office of the Benedict Manufacturing 
Co. at 84-21 Northern Boulevard, Jackson Heights, N. Y. He claimed that 
he did so by listening en an extensien phene in that eflice while I spoke to a 
Miss Barnes and Mr. Benedict. I would like to inform the committee that 
Benedict Manufacturing Co. had two phones at this office. The numbers were 
Illinois 8-1302 and Illinois 8-1303. These phones were not bridged and hence 
could not be used as a prime instrument with extension privilege and as such 
were two distinctly different instruments despite the continuity of numbers. 
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The New York Telephone Co. records will confirm this fact. Hence Mr. 
Hoskinson lied deliberately to your committee under oath. 

Concerning the report of investigations submitted your committee by a Mr. 
Horner, employed by the SBA, Washington office, and which report was not 
made public, please be advised that at no time was I requested to submit a 
sworn statement concerning the Benedict-Brainard matter, although the official 
minutes state many sworn statements were obtained by Mr. Horner during his 
investigation. The apparent oversight on his part to include or request one from 
me causes wonderment. When Mr. Horner telephoned me on the evening of 
January 10, 1955, he introduced himself and proceeded to inform me that he 
was sent up from Washington to investigate the charges leveled by Brainard 
against “Fred.” I immediately thought this was a strange way to commence 
an impartial investigation. Within a few minutes of hanging up on the Horner 
conversation, Mr. Benedict telephoned me expressing great concern with the 
handling of the legal action we were jointly sharing and this sudden interest 
caused me wonderment because for a month previous I had been attempting to 
get Mr. Benedict, without success, to take a definite position with the attorney, 
a Mr. Bernstein, and it was apparent that Mr. Benedict wished to evade the 
issue. During this conversation Mr. Benedict confirmed to me that Mr. Horner 
was then standing alongside of him in his office and requested that I extend 
every courtesy and cooperation to Mr. Horner in order that the messy Brainard 
matter could be resolved. Frankly, I believed then and do now, that Mr. Bene- 
dict’s purpose in calling was not pertaining to the legal action but strictly an 
attempt to lull me into a false sense of cooperation in the endeavor to get me 
to do all I could to clear him of the charges levied against him by Mr. Brainard. 
I can assure you, gentlemen, that my statements to Mr. Horner were not compli 
mentary to Mr. Benedict in any manner whatsoever when contact was finally 
established. 

Concerning the opening remarks of Mr. Wendel L. Barnes, Administrator of 
the SBA, who acted as counsel for Mr. Benedict during the hearings, and ac- 
cording to the minutes reviewed by me in the office of the chairman, I note that 
he commenced his cross-examination of Mr. Hoskinson by agreeing fully with 
\tr. Hoskinson’s derogatory remarks about me. Since Mr. Barnes does not know 
me personally I cannot appreciate nor understand how he could agree with Mr. 
Hoskinson and his testimony concerning me. Surely any comments he may 
have heard could only have been hearsay evidence, and he certainly was not in a 
position of verification of same. 

I would now like to devote the balance of this statement to J. Frederic Bene 
dict and his sworn testimeny before your committee. 

Mr. Benedict stated, “I have not been active in its operation.” He was speak 
ing about Benedict Manufacturing Co.'s efforts in promotion and sale of a small 
air-conditioning unit under franchise to that company for the territories of New 
York City, Nassau and Suffolk Counties, and certain counties of the State of 
New Jersey from the period of June 1, through September 30, 1954. If Mr 
Benedict’s statement to your committee is true, I question how he could cause 
to be submitted to me and a Mr. Clyde St. Clair, who was participating in the 
New Jersey operation, statements charging his traveling and entertainment for 
the month of June 1954, charging each terriory with one-half of the amount, 
which total was $3845.50. Upon query concerning this item on the June 154 
statement released by the Morris, N. Y., office, Mr. Benedict first stated to us that 
he was spending much time in the promotion of this business and he felt entitled 
to his expenses thereon. I explained to him that this arrangement was contrary 
to our original agreement and we, Mr. St. Clair and myself, were not permitted 
nor were we taking such expense allowance, and secondly I questioned his posi- 
tion as a Government official and his participation in a private enterprise while 
on the Government payroll. It was after this second approach that Mr. Bene- 
dict stated the expenses taken were a mistake and that a credit would be issued 
by the Morris office for same. When such a credit was not received I ques- 
tioned a Mr. Harold D. Mills, who was then and still is, to the best of my knowl- 
edge, just a bookkeeper or accountant, and Mr. Mills reported to me and Mr. St. 
Clair that Mr. Benedict told him to leave the expense stand and disregard our 
juestions concerning same. 

In all fairness however, permit me to inform the committee that a correction 
was made in the July statement. June expenses for Mr. Benedict stood, but 
July’s expenses were reduced to one-quarter share for each territory instead 
of one-half as Charged in June. I submit to the committee that if a man had 
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the temerity to charge expenses for services rendered then I would believe that 
he was active in its operation. I thus charge that by his own admission, Mr. 
Benedict was quite active in the operation of Benedict Manufacturing Co., and 
I also charge that many workday hours were spent in consultation with me 
and others on the operation of this function. Perhaps Mr. Benedict took ad- 
vantage of annual or sick leave when working on this project, even though he 
often expressed to me his inability to participate actively in anything while 
employed as Director of the SBA program. 

As for Mr. Benedict's statement that this business was under the active genera 
management of Harold D. Mills, Morris, N. Y., I state that this was untrue. 
I offer to this committee how a man could successfully manage or be expected 
to manage an entirely new function from a distance of approximately 150 miles 
Mr. Mills visited the New York office a total of five times in the active months. 
Once in May, once in June, twice in July and once in August 1954. He neve: 
visited the New Jersey office. Could that be explained as active general 
management? 

Mr. Benedict informed your committee that he telephoned Mr. Brainard in 
late October or early November to tell Mr, Brainard that my former secretary, 
a Miss Barnes, was then employed by Mr. Brainard and “because of my unsat 
isfactory business connections with Mr. Lane, I felt that he should be acquainted 
with this information.” May I inform the committee that both Mr. Benedict 
and Mr. Brainard knew about my former secretary as early as May 1954. As 
a matter of fact, Miss Barnes introduced me to Mr. Brainard in May of 1954, 
the first of my two meetings with him prior to the hearings about which we 
are referring to now. Mr. Brainard spoke to Mr. Benedict prior to his first 
meeting with him about me and told him that my former secretary had highly 
recommended me for the position of sales director of his company. Mr. Benedict 
telephoned me that same day in May 1954 to tell me about Mr. Brainard’s con 
versation with him concerning me and mentioned how Miss Barnes had rec 
ommended me. I now question the necessity of the late October or early 
November telephone call, and I remind the committee, and during this same 
period of time Mr. Benedict and myself joined in a joint legal venture against 
Comfort Zone Corp. in the amount of $75,000. Mr. Benedict, by his testimony 
before your committee, claimed he had reasons of displeasure with me from a 
business and personal basis and yet Mr. Benedict, supposedly a man of good 
repute socially and politically, did enter into joint legal action with myself 
and Mr. St. Clair and did express at that time great personal friendship for me. 
Does a man who testified that he had determined prior to September 30, 1954: 
he wished no further business connections with me, discuss future business 
possibilities with me and express publicly that he wished our connections be 
continued? Does a man permit another whom he apparently does not trust 
continue to operate under his sole proprietorship and have this other man be 
in a position to commit that sole proprietor to almost any type of a transaction 
and could, if the case might be, put that sole proprietor into serious legal! 
entanglements? I might inform the committee that Benedict Manufacturing 
Co. on Long Island continued to operate under my jurisdiction through November 
8, 1954. 

Mr. Chairman, I hereby charge that J. Frederic Benedict did knowingly and 
wilfully make untrue statements to your Committee while under oath. 

I wish to advise the Chairman of my appreciation for the opportunity to 
submit this statement for the considerations I know it shall receive. I trust it 
shall have a bearing on the report to the full Committee of the House of Repre- 
sentatives. I further trust that it shall in some degree correct opinions possibly 
gained by the testimony of witnesses who had the opportunity to appear before 
your Committee and be heard. I shall always regret, in view of the testimony 
read by me, that I did not have such an opportunity afforded me. 

VINCENT G. LANE. 
STATE OF NEW YorK, 
County of Nassau: 

Vineent G. Lane, being duly sworn, deposes and says that he is the person 

making and signing this above statement on this 25th day of April 1955. 


Rosert A, NIXON, 
Notary Public. 
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SMALL BUSINESS ADMINISTRATION, 
Washington 25, D. C., May 12, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, Washington 25, D. C. 


DEAR Mr. Mutter: This will acknowledge receipt of your Memorandum Receipt 
dated May 5, 1955, attached to which is a notarized statement of Mr. Vincent G. 
Lane which, we understand, was submitted to Subcommittee No. 2, for insertion 
as a part of the record in the hearings held by the subcommittee in connection 
with the operation and policies of the Small Business Administration. 

I note the following statement on page 4 of Mr. Lane’s statement : 

“Concerning the opening remarks of Mr. Wendel L. Barnes, Administrator of 
the SBA, who acted as counsel for Mr. Benedict during the hearings, and accord- 
ing to the minutes reviewed by me in the office of the chairman, I note that he 
commenced his cross-examination of Mr. Hoskinson by agreeing fully with Mr. 
Hoskinson’s derogatory remarks about me. Since Mr. Barnes does not know me 
personally I cannot appreciate nor understand how he could agree with Mr. 
Hoskinson and his testimony concerning me. Surely any comments he may have 
heard could only have been hearsay evidence and he certainly was not in a 
position of verification of same.” 

I assume that Mr. Lane’s references are to the attached excerpt of testimony 
appearing at pages 591 and 592 of the hearings. 

An examination of Mr. Hoskinson’s testimony, prior to the time I began my 
examination of him, contained nothing which I would have been in a position to 
construe as derogatory of Mr. Lane. 

I submit that the interpretation placed by Mr. Lane on my interrogation of 
Mr. Hoskinson is in error. My examination of this witness was to bring out the 
truth for the committee; and to show that the reason for Mr. Hoskinson’s 
presence at the hearing was likewise to bring out the truth. So that there would 
be no question of this, before TIT questioned Mr. Hoskinson in detail about Mr. 
Lane’s activities, I said, “I want to say, not for the purpose of the record but 
for your purpose and my vurpose, that you and I have the same opinion.” In 
other words, Mr. Hoskinson and I had the same motive and the same desire in 
bringing out the truth before the committee. 

I submit that the record is susceptible of no other reasonable interpretation. 

I do not know Mr. Vincent G. Lane personally and know nothing of his in 
volvement or noninvolvement in the matter before the committee other than as 
testified to under oath by witnesses at the hearings. 

Incidentally, I would like to state for purposes of the record that at no time 
had I seen or talked with Mr. Hoskinson, either in person or by telephone prior 
to the hearing, even though in his testimony he said he believed he recognized 
my voice as being one of the voices he had heard when he made several telephone 
calls at the suggestion of Mr. Horner, the SBA investigator. The persons to 
whom he talked at that time were J. Frederic Benedict, regional director of the 
New York regional office, and Mr. Svend Erichsen, Chief Industrial Specialist, 
New York regional office of the SBA. 

I request that this letter be inserted in the record of the hearings. 

Sincerely yours, 
WENDELL B. BARNES, 
idministrator. 


Mr. Mutter. Mr. Barnes, do you want to examine the witness? 

Mr. Barnes. Yes, please, sir. 

Mr. Hoskinson, I want to state to you, first, that you and I have the same 
purpose here today—we want to bring out the truth before this committee. 

Mr. HosKINSON. Definitely. 

Mr. BARNES. We want to let the chips fall where they may. 

Mr. Hoskinson. Definitely. 

Mr. Barnes. The questions that I ask you—there are no tricks in them or any- 
thing like that. I just merely want you to help me find out what the truth is 
about our organization. 

Mr. Hosxkrnson. I will do the best I can. 

Mr. BarRNEs. That is what you said you wanted to do when you came down 
here today? 

Mr. Hosxkrnson. Most certainly. 
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Mr. BARNES. Now the fact is that you were approached by a man named Lane, 
Vincent Lane. I want to say, not for the purpose of the record, but for your 
purpose and my purpose, that you and I have the same opinion. 

Mr. Hosktnson. Definitely. 


STATEMENT BY J, FREDERIC BENEDICT, SMALL BUSINESS ADMINISTRATION, 
1790 Broapway, NEw York, N. Y. 


ABRAHAM J. MULTER, 
Chairman, House Small Business Subcommittee, 
House of Representatives, Washington, D. C.: 


The undersigned wishes at the outset to express his appreciation for the 
opportunity your committee has afforded him in refuting charges made by 
Vincent G. Lane in his statement submitted to your committee. I have been 
away from my office and returned this past Wednesday and, therefore, have not 
been able to spend as much time as I think the situation merits. 

My relations with Mr. Frank S. Brainard, Jr., and the Brainard Industries, 
Inc., have heretofore been set forth in my testimony before your committee. 
In view of the relationship between Mr. Lane and myself, I think it is evident 
that I cannot be held responsible for the personal activities of Mr. Lane with 
Mr. Brainard. However, since my name has been injected in this relationship, I 
feel I must set forth the following facts. At no time did I authorize or encourage 
Mr. Lane to seek out new products for the account of Benedict Manufacturing 
Co. Mr. Lane’s activities in this regard were without my consent or knowledge. 
He did however try to interest me in a few projects in which I expressed no 
interest. In fact our discussions were extremely casual. I also deny that 
Mr. Lane’s relationship with me was that of coadventurers and reiterate that 
insofar as Benedict Manufacturing Co. is and was concerned Mr. Lane was the 
sales manager employed for the period of June through September 1954 in 
connection with the sales of a semi-air-conditioning unit. Mr. Lane’s statement 
that in September 1954 I applauded his interest in continuing our relationship is 
false because prior to September 1954, as previously stated, I had determined 
that I could no longer continue with him in my employ in any capacity for the 
reasons set forth in my previous testimony. 

In relation to the Hoskinson Free Heater matter, I never met, spoke with, or 
made an appointment to meet Mr. Hoskinson at the time except that I did see 
him at the hearings and spoke with him once over the telephone in the presence 
of the investigator, Mr. Horner, during the course of the investigation of this 
matter. Mr. Lane did approach me one evening concerning the Free Heater, 
but I indicated to him at that time that I was not interested in the item. I 
never asked for nor received any answers from Mr. Lane to “several technical 
questions about the product.” 

As to Mr. Lane’s assertion that he never discussed the Brainard loan appli- 
cation with me, I must state that on many occasions Mr. Lane inquired of me 
the status of said application. On each occasion I informed him I would not 
discuss official business with him or any unauthorized person and finally was 
forced to tell him that the SBA’s business was no concern of his. I am at a 
loss to understand what conversations between Mr. Brainard and myself 
Mr. Lane claims he overheard. My relations with Mr. Brainard, as previously 
stated, have already been set forth in my testimony. 

With reference to a certain legal action referred to by Mr. Lane in his state- 
ment, the following are the facts. This was an action instituted by Benedict 
Manufacturing Co. against Comfort Zone for breach of an agreement bci ween 
Comfort Zone and Benedict Manufacturing Co. Mr. Lane was not interested 
in this litigation jointly with me. His only relationship to it could stem from 
any recovery in which he would participate by arrangement in the net profits 
of the company. Naturally any recovery would enter into the item of net 
profits. Incidentally the institution of said suit in my name alone is a Clear 
indication of Mr. Lane’s employment status. Mr. Lane’s statement that my 
eall did not pertain to the legal action, but constituted an attempt to secure 
from me a “false sense of cooperation” in an effort to “clear him of the charges 
levied against him by Mr. Brainard” is unbelievable. Equally astounding is 
Mr. Lane’s statement that his remarks to Mr. Horner concerning me were not 
complimentary. I refer to Mr. Lane’s letter dated December 1, 1954, attached 
hereto, made a part -hereof, and marked “Exhibit A.” This letter was given 
prior to the date of the statement to which I am now referring. 
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Mr. Lane’s statement concerning Mr. Wendell B. Barnes, Administrator of 
of the Small Business Administration, deserves no comment. 

I again repeat that during the period in question I was not active in the 
management of Benedict Manufacturing Co. With reference to the $345.50 ex- 
pense item and my alleged active supervision of said business, I submit the 
following: I extended a small amount of money in connection with the affairs 
of the Benedict Manufacturing Co. It was my practice in early June and July 
1954 to go to Morris, N. Y., on weekends to consult with Mr. Mills, who is and 
was in active charge and management of the Benedict Manufacturing Co. My 
efforts related solely to inquiring as to the status and condition of the business. 
These weekend trips would not have been necessary had Mr. Lane cleared all 
papers and reports with Mr. Mills as he was instructed to do. As you can well 
understand, my position as regional director of the Small Business Adminis- 
tration does not entail just a 40-hour week. If the truth were known and as is 
the case with many Government employees. I have spent well in excess of 40 
hours per week in my present capacity. Whatever little time I did spend on the 
affairs of Benedict Manufacturing Co., was spent on weekends and ocasionalls 
at night. Mr. Lane did come into my office a few times to consult with me for 
afew moments. I submit that in view of the foregoing, I have not, as Mr. Lane 
charges, spent a great deal of official business time on the affairs of my company. 

I specifically deny that I stated to Mr. Lane that I was spending much time 
in the promotion of this business. Mr. Lane’s own admission buttresses the 
fact that I did not and would not, because of my position, participate actively 
in this business. I deny any arrangement or agreement forbidding me to take 
expenses. I deny that Mr. Lane was not taking expense allowances and assert 
that he took unauthorized expenses, failed to submit vouchers on some of them 
and is presently indebted for said amounts and other sums to me at this time. 
I deny that Mr. Lane questioned my position as a Government official participat- 
ing in private enterprise. I deny I ever stated that the taking of the expenses 
were a mistake. I have not withdrawn monies in reimbursement of the expenses, 
but they have been accrued on the books of the Benedict Manufacturing Co. I 
also deny that I took any annual or sick leave in connection with the Benedict 
Manufacturing Co. 

With reference to Mr. Mills’ visits to the New York office of Benedict Manu- 
facturing Co., these visits were necessitated by Mr. Lane’s failure to carry out 
orders and but for that fact it is probable that no visits would have been required. 

As to my knowledge of a Miss Barnes and Mr. Brainard, I was tirst informed 
of Miss Barnes’ prior employment relationship with Mr. Lane in or about Sep- 
tember 1954 when Mr. Lane informed me of this fact. I, therefore, felt it neces- 
sary to inform Mr. Brainard that his secretary had formerly worked for Mr. Lane 
My connection with the Barnes-Lane-Brainard relationship began then only in 
September 1954, and not in May 1954 as stated by Mr. Lane. 

Mr. Lane asserts that I had determined prior to September 1954 that I wished 
no further business connections with him and still in spite of that fact permitted 
him to continue in his position through November 1954. My reasons for con- 
tinuing Mr. Lane are as follows: His original tenure of employment had been 
approximately a month’s future duration. As sales manager, he negotiated or 
was in charge of many of the sales and was familiar with their terms. Because 
we had a large number of accounts receivable to liquidate, his knowledge and 
testimony would be vital in collecting these accounts. Additionally, since his 
compensation was to be derived from net protits of the company, it was only 
natural that he should have an interest in liquidating said accounts. Mr. Lane 
continued after September 30, 1954, for the sole purpose of winding up the sales 
activities of the Comfort Zone business and to collect the accounts receivable. 

I emphatically deny making any untrue statements to your committee and 
reaffirm the testimony I have previously given. If your committee wishes cor- 
roborative evidence of the matters set forth herein, I will be pleased to refer the 
committee to persons who will be able to furnish such evidence and testimony. 

In view of the fact that Mr. Lane owes money to me and is presently suing me 
on three counts, one of which is libel allegedly stemming from my previous state- 
ment before your committee, his motivations in this matter must be taken in that 
light. 

Again, permit me to express my deep appreciation for the opportunity you 
have afforded me herein and should you desire additional testimony from me I 
Will be more than pleased to cooperate with you. 

Respectfully submitted. 


J. FREDERIC BENEDICT 
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STATE OF NEW YorK, 
County of New York, 
J. Frederic Benedict being duly sworn deposes and says that he has read the 


foregoing statement, knows the contents thereof and that the same is true, 
Sworn to before me this 16th day of May 1955. 


[SEAL ] Oscar A. GRANGER, 
Notary Public. 


88: 


ExHipsit A 
NEw York, December 1, 1954, 
Mr. J. FREDERIC BENEDICT, 
Director, Small Business Administration, 
1790 Broadway, New York, N. Y. 


Dear Frep: In the past few days I have had brought to my attention some 
rather vicious stories concerning yourself and me as it pertains to a probable 
mterest in either Frank Brainard or Brainard Industries, Inc., of Lindenhurst, 
Long Island. 

The nature of these stories, being so utterly untrue and false in nature and 
substance, I thought it to be in order to pass along at this time my complete 
denial of their accuracy. 

At no time, to the best of my knowledge, was there any interest on my part, 
or on your part, in any business relationship in the Brainard Industries, Inc., 
in Long Island. I am quite definite that I never expressed any desire whatso- 
ever to be affiliated with Mr. Brainard or his corporation in any business associa- 
ation, nor in acquiring assets or production of that corporation. 

I trust that nothing further occurs from these false stories, but should there 
perhaps be any further discussions you know that I shall be more than happy 
to diseuss this matter further with you or anyone. 

With sincerest regards, 
VINCENT G. LANE, 
14 South Merrick Road, Nassau Shores, 
Massapequa, Long Island, N. Y. 
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APPENDIX 1 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, May 17, 1955. 
Hon. ABRAHAM J. MULTER, 
Chairman, Subcommittee No. 2 on Small Business Administration, 
Committee on Small Business, 
House of Representatives. 


DEAR MR. CHATRMAN: I welcome this opportunity to outline to this committee 
the philosophy and policies of the Air Force with respect to the participation of 
small business in Air Force procurement. In particular, we present herewith 
the accomplishments of the Air Force in carrying out the congressional desire 
that a fair share of Government contracts be awarded to small business. 

I would like to stress that this policy of giving small business a fair share in 
defense production is not only good for small business and good for the country 
as a whole, but it is good for the Air Force. Our compliance with the desires 
of Congress on the question of small business participation has, therefore, been 
both enthusiastic and impressive. 

The Air Force is faced with a rather difficult problem in affording small business 
an equitable opportunity to compete for Air Force business. As you know, the 
Air Force does not buy food or clothing or the general line of commercial items 
which are characteristically made by small business. These items are purchased 
for us by the Army and Navy, or from schedules established by the General 
Services Administration. Our field is the highly specialized one of procurement 
of aeronautical equipment and related items, all of which are rapidly becoming 
more complex. Rather imaginative measures have to be devised and cranked 
into our procurement system to overcome this obstacle to small business partici- 
pation in Air Force business. I think the Air Force has effectively overcome 
this obstacle. I know that our small business program is becoming more effective 
each year. I would like, therefore, to present some of the specific things we are 
doing to keep the procurement door open to small business. 

In view of the type of equipment we purchase, our greatest emphasis has been 
placed on getting the large prime contractors to utilize small business concerns, 
to the maximum extent possible, as subcontractors and suppliers. To accom- 
plish this, we established small business offices in the Air Force, headed by Mr. 
Weddell, and all of our small business specialists have been carefully integrated 
into the procurement and production organization. ; 

In midsummer of 1951 we requested by letter all of our prime contractors to 
join with us in our small business efforts. At that time we asked each prime 
contractor, in the carrying out of the small business subcontracting clause which 
they had accepted in their contracts, to assign a top official for small-business 
liaison with the Air Force. Our contractors were also asked to set up their 
records so that they would know whether or not their own prospective procure- 
ment sources, or actual sources, were small-business concerns. A survey com- 
mittee of four, from industry, was established at the same time to range the 
country. After taking a first-hand objective look at the situation, this committee 
made its report to the procurement secretary. 

Following this report, and largely as a result of it, our small business sub- 
contracting program began to take shape. Meetings were held across the country, 
attended by every one of our more than 800 large prime contractors, plus many 
of their major subcontractors. These meetings led, a year ago, to my establish- 
ment of an Air Force Advisory Group on Small Business. This group was made 
up of the four industry members of the earlier survey committee and representa- 
tives of 11 of our large contractors, plus 1 from the public at large representing 
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no particular company or industry. This group has met with us here in Wash- 
ington quarterly, and it represents a cross-section of large contractors of the 
Army, Navy, and Air Force, whose experience in dealing with small business 
is invaluable to us in formulating reasonable and practical means of carrying 
out our small business program. 

It was this group which, at our request, developed a means by which prime 
contractors and their major subcontractors could provide recurring reports of 
commitments to small business concerns without imposing a tough reporting 
burden on our contractors. And it was this same industry group which helped 
work out the concept of each contractor conducting, on his own, a specific small 
business program designed to carry out the congressional intent of affording 
small business an equitable opportunity to compete for defense business. 

All materiel activities of the Air Force including, of course, research and 
development come within the scope of our small business policy, and I can 
assure you that the Air Research and Development Command is keeping pace 
with our overall effort. 

Aside from our energetic efforts in the subcontracting area, there are several 
other areas in which small business opportunities are opening up and are being 
encouraged. The vastly increased complexity of new aircraft and related equip- 
ment being brought into our inventory has placed an unprecedented burden on 
our depot maintenance activities. To meet this burden, we have found it neces- 
sary and desirable to make greater use of commercial maintenance and overhaul 
facilities. The percentage of depot maintenance and modification accomplished 
by contract has been steadily rising. During fiscal year 1955 we have accom- 
plished contract maintenance and modification of aircraft and related items in 
an amount in excess of one-half billion dollars. This next fiscal year the figure 
is expected to be even higher. 

Another area in which opportunities for small business are continually grow- 
ing is in our local purchase activities. Our local purchase program enables 
each Air Force installation to procure its own requirements in lieu of submit- 
ting such requirements to a designated point for consolidation, centralized pro- 
curement, and storage and issue. At the inception of the program in 1952 there 
were 78,000 items coded for local purchase in the Air Force. This number has 
been increased steadily until today there are approximately 135,000 items coded 
for local purchase. We are convinced that we have substantially increased the 
opportunities of small business concerns to participate in Air Force procure- 
ments through this local purchase program since the majority of such procure- 
ments are accomplished within the local trade area. 

New opportunities for small business are also opening up in the civil aviation 
industry. Recently, the Air Force inaugurated a program for the domestic 
transport of engines and equipment of high value by commercial aircraft. Com- 
petition for this business among nonscheduled airlines has been keen. Air 
Force requirements in this area are growing; you may be assured that small 
business will be given an equitable opportunity to compete for this business. 

Mr. Chairman, I would like to summarize the accomplishments of the Air 
Force by pointing out a rather impressive fact. You gentlemen have been 
most aware, as has the Air Force, that with the reduction in defense spending 
there has appeared a tendency for large contractors to pull back into their own 
factories certain business which previously had been subcontracted out. In 
order to head off such a result, the Air Force has increased its efforts to assure 
that prime contractors are continuing to adopt and to carry out their small- 
business programs and we are meeting with success. From the samplings we 
have to date, we have not found a fall off in subcontracting by major prime 
contractors of the Air Force. In addition, even though the dollar amount of 
contracts awarded to large business in calendar year 1954 decreased by 61 per- 
cent over calendar year 1953, the contracts awarded by the Air Force to small 
business in 1954 decreased by less than 6 percent. 

As you study the attached account of the Air Force program and the results 
secured to date, I am confident you will have the realization that we mean 
business, and that in our practices we are carrying out stated congressional 
policy. 

Sincerely yours, 
Roeer Lewis. 
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SMALL BUSINESS PROGRAM OF THE DEPARTMENT OF THE AIR FORCE 


The Air Force small buiness program is specifically designed to ascertain 
and then to take the necessary steps to remove any obstacles caused by our 
procedure or practices which militate against small business concerns (because 
of their size) having an equitable opportunity to contribute their skills and 
ability in the meeting of Air Force materiel requirements. The program applies 
to subcontracting, as well as to prime contracting. 


INDEX 


Chapter 1—Historical background of the Air Force small business program. 
Chapter 2—Organizational structure. 

Chapter 3—Indoctrination. 

Chapter 4—Small business program in direct purchases. 

Chapter 5—Relations with the Small Business Administration. 

Chapter 6—Publicizing of prossaemen® information. 

Chapter 7—Air Force small business subcontracting program. 


CHAPTER 1—HisTrorIcAL BACKGROUND OF THE Arr Force SMALL BuSINESS PROGRAM 


The Air Force small business policy is one of long standing, for the Air Force 
from its inception was given a heritage wherein the recognition of the important 
part small business plays in the development of an increased industrial resource- 
fulness is a fundamental concept. 

Programs to carry out this policy are naturally tailored to the prevailing 
situation and in World War II, when procurement by the Army Air Forces 
mushroomed almost overnight to where it was spending in every 24 hours as 
much as its average annual budget in peacetime years, the small-business pro- 
gram as such was conducted by an independent executive agency, the Smaller 
War Plants Corporation, with the assistance of small business liaison officers 
of the Army Air Corps both in Washington and Wright-Patterson Field. That 
corporation pioneered in the development of an operational small-business pro- 
curement program, and although its representatives effectiveness was naturally 
handicapped by their not being an integral part of the Air Force procurement 
organization itself, its contribution to the meeting of airweapon requirements 
was substantial and was so recognized by the War Department. 

An interesting sidelight on this World War II activity is that Congress author- 
ized a price differential for small-businessconcerns in the belief that they could 
not otherwise compete successfully. Despite this authorization, fully imple- 
mented in procurement regulations, few price differentials were found necessary 
in procurement by the Army Air Corps of items within the production capabili- 
ties of small concerns. 

Four months after the Japanese surrender, the Smaller War Plants Corpora- 
tion was dissolved by Executive order. The budget for procurement of air 
weapons and supporting equipment dropped almost out of sight, leaving no 
room for a specific and operational small-business program. Nevertheless, in 
the 5-year period preceding the opening of hostilities in Korea, high procurement 
officials of the Air Force made countless trips about the country, addressing 
industrial gatherings in an endeavor to secure their interest in such procure- 
ment as the Air Force had to offer, and the desired participation by small- 
business concerns whether as prime contractors or subcontractors. 

In March 1949, an important action was taken to secure the interest of small- 
business concerns in the subcontracting field. It consisted in the periodical mail- 
ing to all Air Force procurement field offices of an Extract of Contract Data 
listing the firms with which prime contracts had been placed, a general descrip- 
tion of the item, the dollar amount involved, and the projected delivery schedule. 
This data was passed on to small-business concerns and others who were seeking 
opportunities in the subcontracting field. This activity, an Air Force original, 
operated so successfully that in June 1950 it was taken over by the Munitions 
Board, and with the cooperation of the Department of Commerce was the begin- 
ning of what is now known as the Synopsis of Contract Awards. 

At the outbreak of what seemed to call for “police action” in Korea in June 
1950, the Air Force procurement budget, which had only increased from $380 
million for fiscal 1947 to $1,250 million for fiscal 1950, was multiplied many 
times, and a special small-business organization was immediately set up for 
the purpose of reacquainting small concerns with the steps to be taken by them 
in order to secure Air Force contracts and subcontracts. In the summer and 
fall of 1950, small-business offices were set up at Headquarters, Air Materiel 
Command and all procurement field offices, and the program of assistance to 
small business gained momentum. 
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In December of 1950, when events forced a realization of the Korean conflict 
for what it was, and the rapid build-up of air power was recognized as vital to 
our very existence, Air Force officials at Headyuarters, United States Air Force 
and Headquarters, Air Materiel Command decided the situation required a highly 
organized and aggressive operational small-business program, and early in 1951 
secured the services toward that end of the same civilians who had developed 
and directed the Smaller War Plants Corporation program on Air Force pro- 
curement in World War II. The specialized program thereupon developed was 
patterned on the experience gained in World War II, but, by. being integrated 
within, and directed by the Air Force itself, was both more intensive and 
extensive. 

The subcontracting part of the program got under way first with Air Force 
small-business specialists in all field offices, followed on July 1, 1951, by the very 
specific activity of other small-business specialists in purchasing office which 
became known as Operation Pacemaker, described in chapter 4. 

In June 1952, compying with a Munitions Board memorandum, an additional 
activity conducted in major purchasing offices by representatives of the newly 
organized Small Defense Plants Administration was superimposed on Operation 
Pacemaker. Known as the joint determination program it had the stated objec- 
tive of increasing the number of prime contracts awarded to small-business 
concerns, and following the expiration of the Small Defense Plants Administra- 
tion in July 1953, was continued by its successor agency, the Small Business Ad- 
ministration, also an independent executive agency. 

The Air Force small business policy and program and the relations with the 
Small Business Administration are covered in Air Force Procrrement Instruc- 
tion, section LI. 

In World War II awards to small business by the Army, Navy, and Air Force 
combined came to 25.5 percent, during the Korean conflict they dipped to 18.1 
percent, and in fiscal 1954 rose again to 25.1 percent. (There is no valid, factual 
basis for statements frequently appearing in the press or otherwise that in 
World War II small-business concerns received in excess of 35 percent of military 
awards. Such percentages only appeared in a few individual months after 
Japan’s surrender, a time when no weapons were being bought and the very 
small volume of purchases that were made consisted of subsistence and mainte- 
nance items.) 

In the 3 calendar years 19438, 1944, and 1945 of World War II, in which small- 
business awards were reported, the Air Force placed 4.5 percent of its total 
awards to industry with small-business concerns. In the 3 fiscal years 1951, 
1952, and 1953 of the Korean conflict, the Air Force placed 6.2 percent of its total 
procurement from industry with small business concerns. In the first 12 months 
following the cessation of hostilities in Korea, the Air Force placed 9.8 percent 
of its total procurements from industry with the small-business concerns. Par- 
ticularly noteworthy is the fact that this increase was brought about without the 
use of price differentials (such as were authorized in World War II), and 
despite the much greater complexity of the items procured. 


CHAPTER 2—ORGANIZATIONAL STRUCTURE 


The Air Force small-business program, in its organizational aspects, makes 
full use of the line of command in order to secure maximum effectiveness. 

It is the Director of Procurement and Production Engineering at Headquarters, 
United States Air Force, who is responsible to the Deputy Chief of Staff, Materiel, 
for the development and staff supervision of the Air Force small-business pro- 
gram, and he has on his staff an assistant accountable directly to him in order to 
enable him to meet this along with his other responsibilities. This assistant 
also serves as small-business adviser to the Assistant Secretary and the Deputy 
Chief of Staff, Materiel. 

The Director of Procurement and Production at Headquarters, Air Materiel 
Command, has an executive for small business on his staff with similar appropri- 
ate duties, but it is the Director who is responsible to the Commander, Air 
Materiel Command, for the direction of the program throughout the command. 
The same concept is carried out in the depots, the Air Materiel area headquar- 
ters, and the district and subdistrict offices. 

All small-business specialists are civilians, all hold staff positions, and repre- 
sent the Director of Procurement and Production or the Chief of the Air Procure- 
ment district in their dealings with industry or with other personnel of the 
Air Force. Use of this line of command provides the best assurance that the 
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small-business program will be carried out effectively at all echelons. Exhibit 1 
attached. 


Exugtntr 1 


Toran (48) SMALL-BUSINESS SPECIALISTS, ALL CIVILIANS: 33 FULL TIME 


SMALL BUSINESS ORGANIZATION OF 
THE DEPT OF THE Al FORTE 


ASSISTANT SECRETARY, _ _ 
MATERIEL 7 
' 
DEPUTY CHIEF OF STAFF, = : 
MATERIEL | 
i ! 
DIRECTOR OF PROCUREMENT & ASST. FOR 
PRODUCTION ENGINEERING | SMALL BUSINESS 
HEADQUARTERS U.S. AIR FORCE 


EXEC. FOR 
___ SMALL BUSINESS 
DIRECTOR OF PROCUREMENT 8 
PRODUCTION, HEADQUARTERS — cyuis auciness 
AIR MATERIEL COMMAND SPECIALISTS 


6 AR MATERIEL 6 AF 
AREA HQ. DEPOTS 
SMALL DIRECTOR DIRECTOR SMALL 
BUSINESS —OF PROCUREMNT — OF PROCUREM'NT— BUSINESS 
SPECIALISTS & PRODUCTION  & PRODUCTION SPECIALISTS 
| 
18 AIR PROC. 7 SUB 
DISTRICTS DISTRICTS 
SMALL CHIEF OF AIR —— OFFICER SMALL 
BUSINESS — PROCUREMFNT IN — BUSINESS 
SPECIALISTS DISTRICT CHARGE SPECIALISTS 


Small-business specialists in Air Force depots are concerned exclusively with 
direct purchases. They receive technical direction from the executive for small 
business at Headquarters, Air Materiel Command, who also exercises staff super- 
vision over the depot on smali-business matters. 

Small-business specialists at Air Materiel area headquarters are concerned 
with direct purchases made at their own installations, in a review of facility 
capability reports originating in district offices of their particular area, and in 
providing informational assistance to inquiring small-business concerns. These 
specialists receive technical direction from the executive for small business at 
Headquarters, Air Materiel Command, who exercises staff supervision over the 
small-business activities of the area headquarters. 

Air Procurement district offices have no procurement authority, but are con- 
cerned with the administration of prime contracts placed with business concerns 
in their districts. Small-business specialists in the district offices perform a 
variety of functions later described. Technical direction comes from the execu- 
tive for small business at Headquarters, Air Materiel Command, while staff 
supervision over the district office on small-business matters is the responsibility 
of the small-business specialist at the respective Air Materiel area headquarters. 

Action is currently underway to establish full-time or part-time small-business 
specialists in major purchasing offices of Air Training Command and Research 
and Development Command. These commands have procurement authority in 
certain special ficids solely by delegation of authority from Air Materiel Com- 
mand, and technical direction is the responsibility of Air Materiel Command. 


CHAPTER 3—INDOCTRINATION 


The Air Force places great stress on indoctrination in its small-business pro- 
gram, whether it be indoctrination of its contracting officers, its small-business 
specialists, its prime contractors and their major subs, or the small-business 
community itself. Special projects in each of these fields have been carried on 
during the past 4 years, and are continuing. 
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Special meetings of procuring contracting officers have been held at Wright- 
Patterson Air Force Base and other major purchasing installations at which 
the policy, program, and procedures have been thoroughly explained by appro- 
priate officials. Because of changing personnel and further decentralization of 
procurement, such meetings will continue to be held on an even wider scale during 
this calendar year, for it is well recognized that the issuance of printed directives 
alone cannot suffice. 

Group meetings of all small-business specialists within the Air Materiel areas 
are held in each Air Materiel area headquarters or on a rotated basis in the 
Air Procurement district offices two or three times each year. These meetings 
provide a ready means for exchange of views and information as to how particu- 
lar problems are met and solved in the various offices. Once each year is held a 
national ‘conference of Air Force small-business specialists. ‘Three of these 
have been held at Headquarters, Air Materiel Command, and two at Headquar- 
ters, United States Air Force in the Pentagon. The agendas for the 2 most 
recent national meetings are attached as exhibits 1 and 2. 

Widespread and continued indoctrination of small-business concerns is also 
of great importance to the success of our small-business program. Small- 
business specialists in our Air Procurement districts have been especially active 
in this field, one of their duties being to seek opportunities for addressing meet- 
ings of small-business concerns not only in the large industrial cities but also 
in the smaller communities particularly. Hundreds of such meetings have been 
held in all sections of the country at which interested concerns are shown how 
to get on Air Force bidders’ mailing lists and the sources lists of our large prime 
contractors. At many of these meetings a bid board is displayed showing cur- 
rent proposed procurements. 

In 1953 a special sound motion picture was developed (produced on contract 
by a small-business concern) entitled “Small Business and the Air Force,” its 
theme being to show how to do business with the Air Force. At each showing 
of the 30-minute film, an Air Force small-business specialist was present, fre- 
quently accompanied by the district chief, for questions and answers. Four 
hundred and twenty-four showings were held with a total attendance of 22,286 
businessmen. The film was also shown by 39 different television stations before 
an estimated available audience of 17,188,000 viewers. 

The intensive activity in indoctrination of our large prime contractors is 
recounted in a later section on subcontracting of this report. 


ExursiT 1 
AGENDA 


FourtH NATIONAL CONFERENCE OF AIR Force SMALL BUSINESS SPECIALTISTS 
JANUARY 28 AND 29, 1954 


Thursday, January 28, room 50-1040, Pentagon 


0900 hours__. Special buses leave Carlyle Hotel for Pentagon. 
Presiding: Kennard Weddell, Headquarters, United States Air 
Force. 
1000 hours__. Introduction of guests. 
Presentation of AF small-business specialists. 
1010 hours___ Assistant Secretary Roger Lewis, Relation of Small Business 
Policy to Our Other Procurement Policies. 
1025 hours... Senator Edward ‘'Thye, chairman, Senate Small Business 
Committee. 
1035 hours... Representative R. Walter Riehlman, member, House Small Busi- 
ness Committee. 
(In Mr. Riehlman’s absence his speech was read by Representa- 
tive W. M. McCulloch.) 
1045 hours... Wendell B. Barnes, Acting Administrator, Small Business 
Administration. 
1100 hours__. Lt. Gem. Orval Cook, Deputy Chief of Staff, Materiel, Organization 
as One of the Keys to Success. 
1110 hours___ Lt. Gen. L. C. Craigie, Deputy Chief of Staff, Development, The 
Value of Small Concerns in the Development Field. 
1120 hours... Brig. Gen. L. C. Gerrity, Director, Procurement and Production 
Engineering, Small Business Concerns and Air Force Pro- 
graming. 
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1140 hours__. John Schwinn, Assistant to the Director, Procurement and Pro- 
duction, Headquarters, Air Materiel Command, The Small Busi- 
hess Program Within Air Materiel Command. 

1200 hours... Announcements. 

1230 hours... Luncheon, Lounge of Generals and Flag Officers Dining Room, 
8C-1065. 

1400 hours__. Brig. Gen. Joe T. Kelly, Director, Legislative Liaison, Air Force 
Congressional Legislative Liaison Activities. 

1485 hours... Chester Seftenberg, Deputy for Contract Financing, Office of the 
Assistant Secretary of the Air Force, Contract Financing and 
Small Business. 

Question period. 

1445 hours... Col. Charles L. Davis, Assistant for Programing, Directorate, 
Procurement and Production Engineering, Aircraft Production 
Program. 

(Classified security information; Air Force personnel only; no 
notes will be taken. ) 

1515 hours___ Recess. 

1530 hours... Subcontracting and Small Concerns. 

Panel discussion by small-business liaison officials of four Air 
Force prime contractors. 
Bendix Radio Division. 
John Winchester, director of procurement. 
L. G. Horney, assistant to general manager. 
Eastman Kodak Co. 
Harmar Brerton, assistant secretary. 
Fairchild Aircraft Division. 
John J. Murphy, assistant secretary. 
Wright Aeronautical Division. 
T. C. Coyne, vice president, Curtiss Wright. 
J. ©. Maillard, assistant director of purchasing. 
1645 hours___ Adjournment. 
1700 hours__. Special bus leaves for Carlyle Hotel. 


1830 hours... Dinner at Officers’ Club, Naval Gun Factory; reservations 
required. 
Exursit 2 
AGENDA 


NATIONAL CONFERENCE, SMALL BusINess SPECIALISTS, WRIGHT-PATTERSON AIR 
Force Base, Dayton, OHIO 


March 15-18, 1955 
March 15—Place: Auditorium Building, Room 262 (Area A) 


Procurement and Production, Headquarters, AMO. 

9: 80-12______-. Air Force prime contract small-business program, Mr. M. L. John- 
son, Executive for Small Business, Headquarters, AMC 
(Synopsis and Publicizing of Proposed Procurement and 
Awards; Bidders’ Mailing List; Surplus Labor Areas and 


Procurement). 

Tit cawisisics _.. Lunch. 

16Bs cit sooke Facility Capability Surveys, Mr. N. M. Sulzer, Headquarters, 
AMC. 

De oe se Air Materiel Area Group Meetings. 


March 16—Plave: Auditorium Building, Room 262 (Area A) 


Oe hits Small Business Administration, Mr. William Struby, Headquar- 
ters, SBA (Joint Determinations with SBA; Certificates of 
Competency ; Financial and Management Assistance Available 
to Small Business). 

Se cnietaiestiosirones Relief Cases (Public Law 921) and Air Force Contract Adjust- 
ment Board, Mr. 8S. C. Jackson, Headquarters, AMC. 
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Lunch. 

__._._. Authorized Use of Government-Owned Tools, Facility Expansion 
and Certificate of Eligibility, Lt. Col. R. M. Hosier, Headquar- 
ters, AMC. 

Mobilization Planning and Maintenance of the Mobilization 
Base, Col. V. T. Cannon and Mr. Paul Packard, Headquarters, 
AMC. 

Public Relations, Functions of Small Business Specialists, Mr. 
David Cusick, New York Air Procurement District. 


March 1?7—Place: Little Theater, Building 16 (Area B) 


Pricing and Redetermination, Mr. R. P. White, Headsuarters, 

AMC. 

10-11_________ Weapons System Concept, Its Effect on Small Business, Col. 
G. F. Keeling, Deputy Director, Procurement and Production, 
Headquarters, USAF. 

ke Research and Development Activities With Small Business, Col. 
R. L. Johnston, Directorate of Research and Development, 
Headquarters, USAF. 

2-1 Lunch. 

Ta Acie eisiincnnsts ete Representative Abraham J. Multer, House Select Committee on 
Small Business. F 

2-4: 30_______. Trip through laboratories. 

6:30_.____._.__._. Annual banquet, Officers’ Club. 


March 18—Little Theater, Building 16 (Area B) 


Subcontracting, Mr. J. K. Weddell, Chief, Office of Small Business, 
Hq., USAF (Information for Primes and for Small Business 
Prospective Sources ; Contacts with Primes; Original Negotia- 
tions With Primes; Small Business Programs of Primes; 
Reports by Primes). 
12-12: 15 Closing remarks, Mr. Weddell and Mr. Johnson. 
1-5.__.._._.__... Depot group meetings. 


CHAPTER 4—SMALL-BUSINESS PROGRAM IN DIRECT PURCHASES 


Public Law 413, Armed Services Procurement Act of 1947, states in section 
2th 

“Tt is the declared policy of the Congress that a fair proportion of the total 
purchases and contracts for supplies and services for the Government shall be 
placed with small business concerns.” 

Section 711 of the Defense Appropriation Act of 1955 repeats the language 
of the appropiration acts of recent years as follows: 

“Insofar as practicable, the Secretary of Defense shall assist American 
small business to participate equitably in the furnishing of commodities and 
services financed with funds appropriated under this Act by making available 
or causing to be made available to suppliers in the United States, and particularly 
to small independent enterprises, information, as far in advance as possible, 
with respect to purchases proposed to be financed with funds appropriated under 
this Act, and by making available or causing to be made available to purchasing 
and contracting agencies of the Department of Defense information as to 
commodities and services produced and furnished by small independent enter- 
prises in the United States, and by otherwise helping to give small business an 
opportunity to participate in the furnishing of commodities and services financed 
with funds appropriated by this Act.” 

Air Force Procurement Instruction 51—-102.2 (a) states: 

“It is the policy of the Department of the Air Force that a fair proportion of 
the total purchases and contracts for supplies and services for the Department 
of the Air Force will be placed with small business concerns, whether as prime 
contractors, subcontractors, or suppliers. 

“(1) In its own direct purchases from industry, the Air Force will carry 
on a continuing program to insure full opportunity to small-business concerns 
to participate in the procurement of items and services they are capable of 
producing or performing.” 
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The Air Force small-business program in its own direct purchases aims to 
insure to small concerns the fullest opportunity to compete for contracts and 
purchase orders of items or services they are capable of producing or perform- 
ing. Experience has proven that when small concerns are given this full 
opportunity they are capable through their own efforts of securing at least a 
“fair proportion” of such contracts and purchase orders without being given any 
special preference in the bidding. Contracting personnel in all purchasing 
offices are committed to the carrying out of the regulations concerning small 
business, and in the major purchasing installations Air Force small-business 
specialists are assigned to assist in the process. All are civilians, most put in 
full time in this activity, and for those putting in part time, this small-business 
assignment is the primary one. Small-business specialists in the district and 
subdistrict offices also perform certain essential functions in this activity. 

The program involves the following specific actions: 

(a) District chiefs and their small-business specialists take part in meetings 
of industrial and civic associations to make clear to small business concerns 
that the Air Force welcomes any contribution they can make to its procurement 
and production program. 

(b) District and subdistrict offices assist qualified small-business concerns in 
being placed on the bidders’ mailing lists of the appropriate purchasing offices. 

(c) Contracting officers and small-business specialists assigned to purchasing 
offices analyze each procurement to determine if the item or service is obtain- 
able from small concerns, and if so they individually or together take all proper 
steps, consistent with military requirements, to insure that the conditions of 
the procurement are such as to enable small concerns to compete on an equitable 
basis. 

(d@) Contracting officers and small-business specialists assigned to purchasing 
offices assure timely publicity of new procurements of items or services obtain- 
able from small-business concerns by adequately publicizing them in the Synopsis 
of Proposed Procurements published daily by the Department of Commerce. 
In major industrial areas district small-business specialists supplement this 
activity by securing newspaper and trade-journal publicity in addition. 

(e) The same personnel in purchasing offices insure that small concerns on the 
bidders mailing list and any others proposed by representatives of the Small 
Business Administration have an opportunity to secure bid sets if they desire. 
Small concerns who may not be on the bidders mailing list are nevertheless en- 
abled to bid by making use of “reference” bid sets which are maintained, 
whether the procurement is formally advertised or negotiated, by the small- 
business specialists in the district and subdistrict offices. 

(f) Because of its definite bearing on procurement for small business, the 
small-business specialist assigned to a purchasing office determines the appli- 
eability of Defense Manpower Policy No. 4 in connection with a pending pro- 
curement and advises the contracting officer accordingly. 

(9g) Small-business specialists assigned to purchasing offices check the con- 
tracting officers completed action report on every procurement over $10,000 to 
insure the correctness of the small-business portion of the report before consoli- 
dation in the monthly statistics submitted for publication. 

(h) Small-business specialists in district and subdistrict offices either serve 
on the facility capability survey team or are “read in” whenever the facility 
capability report is adverse in the case of a small-business concern. In all cases 
where the decision is adverse, the regional office of the Small Business Adminis- 
tration is notified and the purchasing office withholds further action on the pro- 
curement pending advice on whether or not the Small Business Administration 
will issue a certificate of competency. 

(i) District and subdistrict personnel, including the small-business specialists 
there assigned, continue to give all proper assistance to small concerns which 
have received contracts or purchase orders in overcoming any difficulties that 
may arise in the performance of their contracts. 

Statistical reports showing the results secured in the increased participation 
of small concerns in prime contracts and purchase orders placed directly by the 
Air Force show a gratifying improvement over the situation that existed when 
the program was first put inte operation. Small-business concerns quite nat- 
urally are chiefly interested in the dollar amount of the awards they receive; 
they are little Concerned with the percentages. On the other hand, percentages 
are essential as a means of evaluating the effectiveness of the program, and for 
that reason are important to congressional committees and to those in the Air 
Force who have the responsibility for developing and maintaining an effective 
program. 
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The validity of these percentages, however, depends upon the base upon which 
they are measured, and in the case of small-business awards that base should be 
the dollar value of procurements of items which small-business concerns can 
conceivably produce. In the Air Force this is called the small-business potential 
and since July 1951 we have measured the awards to small-business concerns 
against that potential. There is a misapprehension in some quarters that this 
concept of a small-business potential operates to the disadvantage of small 
business. Nothing could be further from the facts inasmuch as it is, in the first 
place, only a reporting device by which we measure the effectiveness of the 
program ; and, second, because the determination of what goes into this potential 
is made by small business itself. 

Air Force small-business specialists and contracting officers only do the record- 
ing of what small-business concerns believe they are capable of producing; e. g., 
if the item has in recent years been bought before and any small-business concern 
has submitted a responsible quotation regardless of whether or not it received 
the contract, all procurements of that item are regarded as being in the small- 
business potential. On procurements of items that have not been previously pur- 
chased small-business specialists tentatively record them in the potential, make 
certain that they are well publicized, and only take them out of the potential 
when small-business concerns evidence no interest whatever in quoting on 
these items. 

At this point it should be made clear that there are two kinds of potential. 
First, there is the potentiality of the item itself as above described. There is 
also, however, a potentiality of a particular procurement as distinct from the 
item itself. That is to say that, although the item itself is recorded in the small- 
business potential, a particular procurement for that item might not be possible 
of placement with small-business concerns if the item is proprietary and the 
patents or secret processes are controlled by a large business concern, or if the 
procuurement must necessarily be handled on an emergency basis and the Air 
Force must turn to an established large business supplier in order to meet the 
emergency. In such cases small-business concerns cannot be given an oppor- 
tunity to compete on the procurement in question, but it does not change the fact 
that the item itself can be produced by small-business concerns and future pro- 
curements of such an item might be handled in such a way as to enable small- 
business concerns to participate. For example, in calendar year 1954 the small- 
business item potential amounted to $808,950,000, whereas the small-business 
procurement potential amounted to $760,246,000. The difference between these 
two figures, annroximately $48 million, is the amount of the item potential that 
could not be offered for small-business participation due to the circumstances of 
the particular procurements involved. An important function of the Air-Force 
small-business specialists is to work with the contracting officer to minimize 
such situations. 

Exhibit 1 attached provides a percent of the statistical results in calendar 
1954 and calendar 1953. 

Exhibit 2 attached shows the results of a very special activity of Air Force 
small-brsiness specialists and procuring contracting officers which we call 
Operation Pacemaker. This operation was established at Air Materiel Com- 
mand in July 1951, has since been extended as decentralization of programed 
procurement progressed to all depots and air materiel area headquarters, and 
has no counterpart in any other purchasing offices of the Government. It is 
described in detail in Air Force Procurement Instruction 51-104, and in calendar 
year 1954 it covered $431,366,000 of the entire small-business item potential of 
$208.950,000. Althouch the procurements handled in Operation Pacemaker were 
for the more complicated items in the small-business potential and therefore 
resulted in keener competition with larger business concerns, small business 
received 81.8 percent of the procurement potential as compared to 74 percent 
of the procurement potential handled outside Operation Pacemaker. Of im- 
portance to the continuing evolution of the Air Force small-business program 
in direct purchases are the detailed statistics recorded by the small-business 
specialists in this Operation Pacemaker which pinpoint those areas needing 
special attention. ‘ 

Exhibit 2 also shows the breakdown in Operation Pacemaker as between pro- 
curements handled by the sealed-bid or formal-advertising method, and those 
handled by negotiation, better called the bargaining method. It will be noted 
that small-business concerns received a considerably higher percentage of the 
awards in procurements within its potential handled by negotiation than it 
received under the sealed-bid method. 
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Before closing this discussion of the statistical results of our small-business 
program, it should be pointed out that these results have been secured despite 
the fact that for the most part the items purchased by the Air Force are of a 
highly specialized type, requiring exceptional production technique, equipment, 
and know-how. Food, clothing, shoes, and almost all items of a standard 
commercial nature are purchased for our account by the Army, the Navy, or 
the General Services Administration, such articles generally lending themselves 
readily to small-business production. 


EXHIBIT 1 


Department of the Air Force net procurement from industry for production in 
continental United States 


Calendar, 1953 Calendar, 1954 


Small-business item potential $822, 455, 000 | $898, 950, 000 
Small-business procurement potential — $775, 833, 000 $760, 246, 000 
Awards to small concerns $625, 641, 000 $589, 853, 000 
Percent of total__- : | 5 il 
Percent of item potential | 76 73 


Percent of procurement potential 81 78 


— | 
Putal oriaied: bi 2 oe a Ok le it oe _..| $12, 489,574,000 | — $5, 365, 696, 000 
i 


Norte.—For explanation of “‘item potential” and “‘procurement potential’’ see pp. 15 and 16. 


Exnureir 2 
DEPARTMENT OF THE Ark FoRCE—OPERATION PACEMAKER 


New, unclassified procurements, over $10,000 in value, handled at 14 major 
purchasing installations, calendar year 1954 


| Percent | Percent 
Small-business item potential i 100 | 
Small-business peerer potential | 382, 662,000 |-.._.- 100 
Awards to smal : 311, 197, 000 73 81.3 
Awards to other concerns, because: 
No bids from small concerns | 12,877,000 |___. i 3.4 
Small concerns prices too high ..| 54, 143,000 |__. 14.2 
Small concerns (low) not qualified ! 2,046,000 |___. Ju oo 
Other reasons ?__._._-- eters karctdithdicssasasccateecesese | 2, 399, 000 Seen 6 


1 Low bids from small concerns rejected on basis of negative facility capability reports on financial or 
technical competence findings, and not overruled by the Small Business Administration. 
2 Such reasons as bids not in accord with specifications, prohibitive tooling cost, or bids rejected on quali- 
aot patents when the bidder had failed to qualify his product by the time the procurement action had to 
completed. 


Breakdown between advertised and negotiated 





Advertised he ee 
(sealed bids) Negotiated 


Small-business item potential $44, 260, 000 $387, 106, 000 
Small-business procurement potential : $44, 260, 000 | $338, 402, 000 
Awards to small concerns é $31, 326, 000 $279, 871, 000 
Percent of procurement potential 71 | 83 


Nortge.—For explanation of ‘‘item potential’”’ and “procurement potential’”’ see pp. 15 and 16. 


CuaPpTer 5—RELATIONS WITH THE SMALL BUSINESS ADMINISTRATION 


Public Law 163, 83d Congress, established the Small Business Administration 
as an independent executive agency to succeed the Small Defense Plants Ad- 
ministration with enlarged functions and responsibilities. Among those pro- 
visions which were carried over from the legislation previously establishing the 
Small Defense Plants Administration was the following: 
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“Sec. 214. To effectuate the purposes of this title, small-business concerns 
within the meaning of this title shall receive any award or contract or any 
part thereof as to which it is determined by the Administration and the contract- 
ing procurement agency (A) to be in the interest of mobilizing the Nation’s 
full productive capacity, or (B) to be in the interest of war or national defense 
programs.” 


As a possible means of putting this provision into effect, the Small Defense 
Plans Administration worked out with the Department of Defense an operation 
known as joint determinations which has been continued by the Small Business 
Administration. Originally implemented by the Air Force in April 1952 the cur- 
rent version is spelled out in. detail in Air Force Procurement Instruction 51-205. 

In essence this device provides for the screening by representatives of the 
Small Business Administration of proposed procurements in the small-business 
potential to determine which of them should be restricted either in whole or in 
part to competition among small-business concerns exclusively, and as to those 
so determined provides the Small Business Administration representatives full 
opportunity to reach agreement with the contracting officer that such restriction 
would be in accord with congressional intent. If the contracting officer does 
not agree, he must give his reasons in writing and an appeal procedure is pro- 
vided. If he does agree, and restricts his solicitation of quotations accordingly, 
he may nevertheless, at the time of his evaluation of the resulting quotations, 
request the withdrawal of the joint determination if he considers that a contract 
cannot be made to a small-business concern without detriment to the Govern- 
ment’s interest. In such an event the contracting officer must start his procure- 
ment action over and invite bids or proposals from all interested concerns regard- 
less of size. 

The nature of the items generally purchased by the Air Force does not lend 
itself to the use of this device to any considerable extent. In calendar year 
1954, procurement action was completed on 190 purchases in which joint deter- 
minations were involved. The total value of these procurements was $35,445,000, 
the amount covered by joint determinations was $30,934,000 and the awards 
to small-business concerns came to $26,263,000, or 74 percent of the total value. 
This $26,263,000 is included along with the $563,590,000 small-business awards 
where no joint determinations were involved, in the total awards to small-business 
concerns shown on exhibit 1 of chapter 4. 

The same Public Law 163 in section 213 continued for the Small Business 
Administration the authorization given its predecessor agency to override the 
determination of a contracting agency as to the capacity and credit of a prospec- 
tive small-business concern to satisfactorily perform a specific Government con- 
tract. The word “capacity” has been interpreted (by mutual agreement) to mean 
not only open capacity, but competence in all respects. 

Air Force Procurement Regulation 52-102 requires the contracting officer, be- 
fore proceeding with the award of a contract in excess of $10,000 to any business 
concern, to call for a facility capability report from the district office having 
jurisdiction over the geographical area in which the prospective contractor is 
located. (The contracting officer may, if he so desires, request such a report 
also where the proposed contract is for less than $10,000. ) 

The survey is conducted by a team sent out by the district office involved and 
a reading of AFPI 52-100 to 52-112 will show the thoroughness with which these 
surveys are conducted. In some cases Air Force small-business specialists in 
the district offices are members of this survey team, and in most districts, 
whether or not the small-business specialist is a member of the team, he takes 
part in the district office review of the team’s findings. If the survey has been 
conducted on a small-business concern and the findings are negative in any 
respect the report is submitted to the appropriate air materiel area headquarters 
for its review and concurrence. In all cases the Air Force small-business special- 
ist at the air materiel area headquarters is a member of this review board. 

If she review board concurs in a negative report on a small-business concern 
submitted by a district office, that negative facility capability report is trans- 
mitted to the contracting office handling the procurement. Simultaneously the 
small-business specialist in the district office which conducted the survey is 
notified by telephone that the negative report has been concurred in, and he 
promptly advises the appropriate regional office of the Small Business Admin- 
istration as to the negative report, together with the reasons therefor. 

The regional office of the Small Business Administration has 5 days within 
which to inform the Air Force district small-business specialist whether or not 
it intends to process a certificate of competency, which, if approved by the Wash- 
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ington headquarters of the Small Business Administration would override the 
Air Force’s own facility capability report.. The contracting officer must hold 
up any further action on the procurement during this 5-day period, and if he is 
advised before the end of that time that a certificate of competency is being 
processed he is required to continue to withhold further action until such time 
as he either receives a certificate of competency from the headquarters of the 
Small Business Administration or is informed by that agency that it has decided 
not to issue such a certificate. In those cases where a certificate is issued, the 
award must be made to that small-business concern. Provision is made for an 
appeal to headquarters, USAF, but SBA headquarters has the final word in the 
matter. 

This rather unusual situation has been handled with care by both the Air 
Force and the Small Business Administration with the result that few unfortu- 
nate occurrences have arisen to date. In two cases, involving a total of $577,293 
it became necessary to cancel the procurement, or the contract, after a certificate 
of competency had been issued when SBA found it could not with justification 
provide the finances necessary to perform the contract. In most cases, however, 
eontracts awarded as a result of a certificate of competency, have resulted in 
no greater difficulties for the Air Force than those encountered in the normal 
course of events. 

Twenty-six certificates of competency, issued by SBA up to February 9, 1955, 
resulted in awards to 20 small-business concerns. In 22 of these cases the 
facility capability reports were negative only as to financial ability to perform 
the contracts in question, and as the Small Business Administration's certificate, 
in effect, underwrote the small-business concerns’ finances, they performed a 
service to the Air Force as well as to the small concerns involved. Twenty 
of these 22 cases involved a total of $2,049,634 and had the awards been made 
to the next lowest bidder the contracts would have totaled $2,252,852. Except 
in four cases, the next lowest bidder was also a small-business concern. As to 
the other two cases in which the SBA resolved the financial problem, one was 
for a $13,770 supplemental agreement to a current contract, and the other 
was for a “call contract” with a maximum of $400,000. 

There were only four certificates of competency issued in behalf of small- 
business concerns which the Air Force believed incapable of performance for 
other than financial reasons, The total amount involved was $13,710 and had 
the awards been made to the next lowest bidders, all of whom were also small- 
business concerns, the contracts would have totaled $16,483. 

It is believed that the above recital of experience with certificates of compe- 
tency issued by the Small Business Administration indicates a high degree of 
cooperation between the two agencies. 


CHAPTER 6—PUBLICIZING OF PROCUREMENT INFORMATION 


The Air Force has always stressed the importance of acquainting, through 
suitable publicity, small-business concerns of pending procurement of items 
in which they could conceivably participate. Small-business specialists in 
district offices located in highly industrialized areas arrange regular announce- 
ments on pending procurements in local trade publications and the daily press, 
to the extent they can secure their cooperation. The official governmental 
medium is the Synopsis of Proposed Procurements published daily by the Depart- 
ment of Commerce and available on a call basis without cost at approximately 
5000 distribution points throughout the country. The Air Force not only makes 
full use of this for both sealed bids and negotiated procurement, but gave strong 
support to a proposal, eventually adopted, that the Department of Commerce 
put the synopsis on a nominal subscription basis ($7 per year), in addition to 
the free distribution, so that the small-business concern in a remote location 
could receive it daily by mail. 

In the fall of 1954 the Air Force sponsored a plan which would permit early 
notification of proposed procurements in advance of the issuance of invitations 
for bids or requests for proposals. This advance notification would provide 10 
days in which a small-business concern could request a bid set even though it 
might not be on the established sources list, and would thus be assured of being 
mailed a bid set directly by the purchasing office at the same time all bid 
sets were mailed. This Air Force proposal was approved and is now a part of 
the armed services procurement regulation. Air Materiel Command has since 
followed this up with a specific letter to all purchasing offices urging the widest 
possible use of this method which would clearly benefit small business. 


62408—_55——_3 
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In the summer of 1950 Air Materiel Command set up bid boards in some 34 
field offices throughout the country, where there were displayed bid sets of 
current procurements including those handled by negotiation. These sets could 
be used by small-business concerns who had not received bid sets directly from the 
purchasing office, and any resulting bids or proposals received the same eonsid- 
eration when received by the contracting officer. 


CuaptTer 7—Arr Force SMALL BusINESS SUBCONTRACTING PROGRAM 


(For the purposes of the small-business program “subcontracting” applies to all 
procurement made by a contractor in connection with the item or service 
called for by its contract) 


Since about 90 percent of the Air Force budget for procurement of air weapons 
and related equipment must of necessity be placed with large industrial concerns 
as prime contractors, the Air Force has taken the position that its responsibility 
to the Congress to insure that a fair proportion of its total purchases and con- 
tracts for supplies and services is placed with small-business enterprises carries 
through to the subcontracts placed by its large contractors and their major 
subcontractors. 

This is pointed up by the policy statement in Air Force Procurement Instruc- 
tion 51-102 (c) that: 

“In the placement and administration of contracts with large, as Well as small 
concerns, which, in the opinion of the Air Force offer subcontracting possibilities, 
the contracting officer and the appropriate administrative office will bring this 
Air Force policy to the attention of prime contractors and will take all proper 
steps, consistent with the eontractors’ responsibility for satisfactory performance, 
to effect full opportunity to small-business concerns to participate in subcontract- 
ing and in the supply of items or services required by the prime contractor.” 

To this end particular emphasis is placed on the subcontracting phase of the 
Air Force small-business program and the greatest number of the small-business 
specialists are engaged in that activity. 

In the development of this subcontracting program the Air Force at the very 
outset sought and obtained the assistance and cooperation of many of its larger 
contractors. In the summer of 1951 the Under Secretary appointed from industry 
a Small Business Survey Committee which called during the ensuing 6 months 
on many of the larger primes and on several Air Force installations. Its written 
report submitted February 1, 1952, contained its findings and evaluation of the 
situation, and was largely instrumental in the establishment of a practical 
program. A series of five meetings was then scheduled in various parts’ of the 
country, attended by high officials of over 300 of the largest contractors, at which 
the report of this committee was thoroughly discussed and the contractors’ part 
in the program began to take shape. 

In June 1954 the Assistant Secretary, Materiel, formed an Advisory Group on 
Small Business consisting of 11 representatives of the larger contractors, the 
members of the earlier Small Business Survey Committee, and 1 public repre- 
sentative, which meets quarterly in the Pentagon to provide an exchange of views, 
essential to the success of a program in which cooperation is paramount. Mem- 
bership of the group is shown in exhibit 1. 


Exutsit 1 
Arr Force ADvisOry Grour on SMALL BUSINESS 
List of members 


Mr. Stanley E. Bostwick, vice president, Edo Corp., 1310 111th Street, College 
Point, Long Island, N. Y. 

Mr. T. C. Coyne, vice president, Curtiss-Wright Corp., Wood-Ridge, N. J. 

Mr. F. L. Dobbins, materiel manager, Boeing Airplane Co., Seattle, Wash. ; 
alternate, Mr. N. W. Grigg, assistant materiel manager 

Prof. Paul Donham, Harvard Graduate School of Business Administration, 
Soldiers Field, Boston 63, Mass. 

Mr. Otto Dworak, chief of outside production, Consolidated Vultee Aircraft 
Corp., Fort Worth, Tex. 

Mr. E. K. Foster, vice president, Bendix radio division, Towson, Md.; alternate, 
Mr. L. G. Horney, assistant to the president 

Mr. George Fouch, general manager, jet-engine division, General Electric Co., 
Lockland, Ohio; alternate, Mr. F. N. Estes, manager of materials 
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Mr. Frank J. Giorgianni, director of general supply, Allison division, General 
Motors Corp., Indianapolis, Ind, 

Mr. Ernest F. Leathem, assistant to the president, Raytheon Manufacturing 
Oo., Waltham 54, Mass.; alternate Mr. John T. Williams 

Mr. Glen McDaniel, president, Radio-Electronics-Television Manufacturers Asso- 
ciation, 63 Wall Street, New York 5, N. Y. 

Mr. Rulon Nagely, director of material, North American Aviation, Inc., Los 
Angeles, Calif. 

Mr. Ralph J. Osborn, director of materiel, Lockheed’s Georgia division, Marietta, 
G 


a. 

Mr. Mundy I. Peale, president, Republic Aviation Corp., Farmingdale, Long 
Island, N. Y.; alternate, Mr. Tom Davis, secretary of company 

Mr. A. D. Plamondon, Jr., president, Plamondon Magnetics Co., 1850 West 
Hubbard Street, Chicago 22, Ill. 

Mr. Louis Ruthenburg, chairman of the board, Servel, Inc., Evansville, Ind, 

Mr. Howard D. Williams, president, Washington Mills Abrasive Oo., North 
Grafton, Mass. 





Following the appointment of this advisory group, three meetings of Air Force 
prime contractors and major subcontractors were held in the summer and fall of 
1954 in Los Angeles, Chicago, and New York. Over 800 major contractors at- 
tended thése conferences in addition to appropriate Air Force personnel, and 
again the subcontracting phase of the Air Force small-business program was 
thoroughly explained and discussed. 

The subcontracting phase falls naturally into three correlated parts: action 
taken in purchasing offices during negotiation of contract terms, action taken in 
contract administration offices, and action taken by the contractors themselves. 

Activities in the purchasing office includes the placement in each supply can- 
tract exceeding $5,000 the following subcontracting clause: 

“It is the policy of the Government as declared by Congress to bring about the 
greatest utilization of small-business concerns which is consistent with efficient 
production. 

“The contractor agrees to accomplish the maximum amount of subcontracting 
to small-business concerns that the contractor finds to be consistent with the 
efficient performance of this contract.” 

The greatest amount of Air Force activity in the small-business subcontracting 
program takes place in or through the air procurement district and subdistrict 
offices, and is covered in Air Force Procurement Instruction 51-105, substantially 
as follows: 

(a) All applications of small-business concerns for inclusion on the bidders’ 
mailing lists of any of the purchasing offices must be reviewed first by the small- 
business specialist in the district in which the concern is located and this enables 
him to compile information on the facilities and experience of these small con- 
cerns for possible utilization as subcontractors. This small-business specialist 
secures the same type of information from small concerns who are seeking only 
subcontracting opportunities. The resulting information is kept in the district 
or subdistrict office and made available to any contractor seeking additional 
subcontracting sources, 

(b) District small-business specialists maintain current records of all prime 
contractors located within the district boundaries which enable them to inform 
the inquiring potential subcontracting source the nature of the end item being 
produced, and most important of all the type of work normally subcontracted by 
each particular prime. The district small-business specialist is enabled to have 
this information because in most cases it is the district office that administers the 
prime contracts after they have been placed. 

(c) Beginning in August 1951 all prime contractors upon receiving contracts 
are sent letters by the Director of Procurement and Production, Headquarters Air 
Materiel Command, through the districts calling their attention to the Air Force 
policy on subcontracting to small-business concerns and calling upon each to 
maintain records showing as to each subcontractor whether it is a small or a 
large concern. The latter further requests each one to designate a top official 
of the company or plant as its small-business liaison officer. Most prime con- 
tractors have complied with these requests. 

(d) District small-business specialists make calls on the purchasing depart- 
ments of the large prime contractors in the interest of their utilization of small 
concerns as subcontractors to the maximum extent possible. 
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(e) Proposals for facilities expansion are generally referred to the appropriate 
district office for review and recommendations. Small-business specialists in 
these district offices play a part in such reviews and recommendations and are 
frequently able to demonstrate the fact that there is existing capacity by resorting 
to subcontracting. 

The “payoff” of these activities of the Air Force is the action that takes place 
in the purchasing departments of the large contractors and in higher offices which 
determines whether to “make or buy.” The duties of the small-business liaison 
officers of the Air Force contractors are not merely to serve as the company’s 
representative in contacts with Air Force personnel on small-business matters, 
but more importantly are concerned with ensuring that the spirit and the letter 
of the subcontracting clause is carried out by his company. Many of the larger 
prime contractors have developed specific small-business programs within their 
own plants, a move encouraged by the Air Force, and steps are currently being 
taken to expand this activity on the part of the primes. , 

In the fall of 1952 and early spring of 1953 approximately 100 Air Force prime 
contractors voluntarily submitted reports showing the extent to which small- 
business concerns had participated in the contracts they had received from the 
military departments (chiefly Air Force) since June 1950. The consolidation of 
these reports, presented to the Senate Small-Business Committee on May 14, 
1953, showed that approximately 21 percent of the dollars received by the primes 
was passed on to small-business concerns in the first 2 tiers only. (See exhibit 
2 attached.) The report also showed that three-fourths of all their subcon- 
tractors and suppliers were small-business concerns, most of them having 
fewer than 50 employees. 


Exursir 2 
AIR FORCE SMALL BUSINESS PROGRAM 
1952 DISTRIBUTION OF DEFENSE DOLLARS by AIR FORCE CONTRACTORS 


PRIME CONTRACTORS MAJOR SUBCONTRACTORS 


PLACED WITH 


RETAINED BY 
SUBCONTRACTOR 


SOURCE: REPORTS SUBMITTED SOURCE: REPORTS SUBMITTED 


IN MAY 1953 BY 97 PRIME iN MAY 1953 BY IST TIER MAJOR 
CONTRACTORS HOLDING NG 


SUBCONTRACTORS HOLD! 
$ 15,557,000,000 IN CONTRACTS. $967 ,000,000 IN SUBCONTRACTS. 


Action is currently being taken, through the Air Force Advisory Group on 
Small Business, to develop a recurring reporting system, not burdensome to 
the contractor, that will show both the current situation and the trend. 

As a means of tying together the many facets of the Air Force small-business 
program, the Office of Small Business at Headquarters, United States Air 
Force, publishes from time to time the USAF Small Business Bulletin, Four 
issues have been put out to date and circulated through the district offices to all 
Air Force prime contractors in addition to Air Force purchasing offices. The 
most recent issue is attached as exhibit 3. 
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Exursit 3 


Small Business B U L L E T N 


Issued by the Office of Smoli Business ot Heodquarters, U.S. Air Force to further the participation of small business concerns in production for the Air 


SMALL BUSINESS SPECIALISTS 
MEET IN PENTAGON 

Air Force Small Business Spe- 
cialists assigned to installations in 
all sections of the country met in 
Washington 28 and 29 January 1954 
for their Fourth Annual National 
Conference presided over by Mr. 
Kennard Weddell, Chief of the Office 
of Small Business at Headquarters, 
USAF. Morning and afternoon ses- 
sions were held in the Air Force 
Staff Conference Room inthe Penta- 
gon, attended by 43 small business 
specialists and other appropriate 
procurement officials. 

Guests at the opening session on 
28 January included representatives 
of the Department of Defense, the 
Army, Navy, Small Business Ad- 
ministration, and the Staffs of the 
Senate and House Small Business 
Committees, total attendance coming 
to 96. 

Speakers at the morning session 
were: Mr. Max Golden, Senator 
Edward Thye, Rep. W. M. McCulloch, 
Mr, Wendell B. Barnes, Maj. Gen. 
T. B. McDonald, Brig. Gen. B. S. 
Kelsey, Brig. Gen. Thomas Gerrity, 
Mr. John Schwinn. 

The official luncheon of the same 
day with an attendance of 75 was 
held in the Lounge of Generals and 


Cont. on p. 3 cot. 3 


PRIME CONTRACTORS WILL 
DISCUSS SMALL 

Three meetings of the Small Busi- 
ness Liaison Officials of large Air 
Force prime contractors are being 
scheduled during the balance of this 
Calendar Year. They will be con- 
ducted in the same manner as the 
five similar meetings attended by 
over 230 Liaison Officials in 1952 
at Fort Worth, Los Angeles, Chicago, 
Dayton, and New York City. 

The three meetings currently 
being scheduled will be held in 
Los Angeles in July, Chicago in 
September, and New York City in 
early October. Arrangements for 
these meetings and the exact dates 
will be in the hands of the Com- 
manders of the respective Air Ma- 
teriel Areas. 


Force in accord with Congressional Policy 


GREETINGS FROM THE DEPUTY * 


CHIEF OF STAFF, MATERIEL - 

I welcome the opportunity * 
afforded by the Small Business 
Bulletin to greet the Air Force 
personnel and the officials of 
our prime contractors who are 
working together in promoting 
an activity of great importance 
to our total defense program. 

In assuming my new respon- 
sibilities it is gratifying tonote 
how the Air Force Small Busi- 
ness Program has been devel- 
oped andthe practical measures 
being taken by all concerned 
to make it work. 

It would natupally be assumed 
that small business concerns 
would participate as contrac- 
tors, subcontractors and sup- 
pliers in any such large scale 
procurement activity as has 
been conducted by Air Materiel 
Command and its prime con- 
tractors. This participation can 
be considerably increased by 
making the extra effort needed 
to provide the fullest measure 
of opportunity. This extra effort 
you are making, and it is pay- 
ing off. | will continue to watch 
your progress, and it will have 
my continued personal and offi- 
cial support. 

Bryant L. Boatner . 
Lieut. General, USAF 
REAR ARAREAREARREEEE & 


APPOINTMENT OF SMALL BUSINESS 
ADVISORY GROUP 


In order to obtain the views of 
industry on the most practical and 
most effective methods for securing 
and maintaining the capabilities of 
small concerns in the current Air 
Force production program, Assist- 
ant Secretary Roger Lewis is estab- 
lishing an Advisory Group on Small 
Business to consist of l16executives 
of representative large prime con- 
tractors. 

This Group will supplement the 
valuable work performed in the Fall 
of 1951 by the Air Force Small 
Business Survey Committee, all four 
members of which have been invited 
to become members of the present 
Group. That Survey Committee 
visited the large prime contractors’ 
plants during the course of its sur- 
vey, and made its report in January 
1952. 

The newly established Advisory 
Group will not be called upon to 
make such a survey, but will be 
called into Washington not more 
frequently than once every three 
months during the coming Fiscal 
Year to consider the more current 
problems effecting the participation 
of small business concerns. 

Invitations to the 16 proposed 
officials were sent out 24 May 1954, 

Cont, an pe 3 Col. 8 


SMALL BUSINESS DIRECTIVES 
REVISED 

Since the last issue of the USAF 
Small Business Bulletin, two AF 
Regulations have been published af- 
fecting procurement procedures in 
connection with small business. 

AF Regulation 70-10, dated I! 
December 1953 covers the Air Force 
Small Business Program itself and 
AF Regulation 70-7, dated 5 May 
1954, covers the Policy Governing 
Air Force Relations with the Small 
Business Administration. 

Currently in coordination is a 
Department of Defense instruction 
which will consolidate and revise the 
existing DOD Directives concerning 
the publicizing of proposed procure - 
ments and of contract awards, 
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USAF SMALL BUSINESS BULLETIN 


JUNE 1954 


THE STORY IN A NUTSHELL 
YOUR AIR FORCE AND SMALL BUSINESS 


The United States Air Force has, in its Air Materiel 
Command, the world's largest purchasing organization 
from the standpoint of buying power. Generally, about 


90 percent of its dollars are involved in contracts for, 


airframes, intricate electronic systems, jet engines 
and the like, and the nature of these items requires 
that the contracts be placed with large industrial 
organizations having the necessary engineering, pro- 
duction and purchasing staffs, and capacity. The re- 
maining 10 percent of the contract dollars, and a 
very sizable sum at that, are for items of aero- 
nautical equipment, support equipment and supplies 
which business concerns of all sizes are capable of 
producing. 


To make sure that small business concerns, capable 
of supplying such items or services, participate to the 
maximum extent, each of the Air Force 150 purchasing 
offices in the United States has carried out for over 
three years a very specific small business program. 
From the commencement of hostilities in Korea to 
April 1, 1954 these 150 offices placed | ,959,103 con- 
tracts or purchase orders with small business con- 
cerns, which is at the rate of 2,000 per day. Their 
total value is $2,462,683,000 or at the rate of more 
than two and half million dollars per working day. 
In securing this large amount of Air Force contract 
dollars, these small concerns met the full and open 
competition of larger companies as they are accus- 
tomed to do in their normal commercial activities, 
and they submitted the lowest quotations in 75 percent 
of the procurements. 


Most of these procurements of items, which both 
small and large concerns are capable of producing 
satisfactorily, were handled by the negotiation process 
rather than the sealed bid method, and contrary 
to public impression, this places no obstacle in the 
way of small business to say the least. Currently, 
five times as many small concerns are submitting 
proposals on negotiated procurements as are large 
concerns, and small business is receiving 83 percent 
of the dollars involved in these procurements of items 
suitable for small business. On the average, 16 
concerns were contacted on each of these procure- 
ments. On the other hand, in the formally advertised, 
or sealed bid method, twice as many small concerns 
are submitting bids as are large concerns, and small 


ousiness is receiving 63 percent of the dollars involved 
in these procurements of items suitable for small 
business. On the average, 39 concerns were contacted 
on these advertised procurements. 


The important extent to which small business 
concerns are being utilized by the Air Force as prime 
contractors is pointed up by the fact that seven out 
of ten of the plants currently operating on contracts 
received directly from the Air Force employ sone 
than 500 persons and are independently owned. 


Fully cooperating with the Air Force in this extensive 
program to make maximum use of small business, 
the large prime contractors responsible for production 
of airframes, engines and electronic systems have 
set up small business programs in their own pur- 
chasing departments. Seven out of ten of their sub- 
contractors and suppliers also are small business 
concerns, and most of these have fewer than 100 
employees. Since the beginning of hostilities in Korea, 
the purchasing departments of the major Air Force 
contractors have placed, or are planning to place, an 
estimated $7,450,000,000 with small concerns, 


This teamwork on the part of Air Force buyers, 
procurement and production officials, and the pur- 
chasing agents and officials of the major contractors 
has succeeded in placing a total of almost ten 
billion dollars with small business in the last three 
and three-quarters years, thereby benefiting the 
national economic structure. Spear heading all phases 
of this program are 43 Air Force small business 
specialists, located in strategic points about the 
country, working with contracting officers, major 
contractors, and interested small business concerns 
to carry out the Air Force policy. 


Through this program, carefully planned and exe- 
cuted, more than 30,000 competent and well 
small business concerns are enabled to contribute 
their skills, ingenuity and production capabilities to 
the build up of the United States Air Force. 


Your Air Force and its large prime contractors 
recognize that it is good business, to do business, 
with small business. 


Reprints of this page are available in limited quantities from Air Procurement District Offices 
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USAF SMALL BUSINESS BULLETIN 


; Alr Force Procurement Officials discuss small business opportunities at the Executive Office in Lincoln, 
Nebraska, 22 April 1954. theft to right, Governor Robert Crosby of Nebraska: Mr. Kenneth E. Kichline. 
Small Business Specialist, and Lt. Col. Donald E. Sowle, Chief, St. Louis APD. Mr Sid Bradiey of the State 


of Nebraska Resources Division. 


SPIRIT OF ST. LOUIS 


Recognizing the far flung expanse 
of the District over which he pre- 
sides, Lieut. Col. Donald E. Sowle, 
Chief of the St. Louis Air Procure- 
ment District undertook a safari in 
the first two weeks of January, with 
his Small Business Specialist, Mr. 
Kenneth Kichline, which took them 
through the states of Missouri, Ne- 
braska, Wyoming, Montana, the 
Western portions of North and South 
Dakota, and the Southern half of 
Illinois. Montana, as well as North 
and South Dakota are part of the 
Milwaukee Air Procurement Dis- 
trict, and their visit to those states 
was made by arrangement with the 
Chief of the Milwaukee District. 

By pre-arrangement, meetings 
were held with State Chambers of 
Commerce, manufacturing associa- 
tions and Chambers of Commerce 
of the large cities, the response 
everywhere being particularly cor- 
dial and receptive. A frequent com- 
ment received was ‘At least the Air 
Force is interested in our prob- 
lems,** and a considerable number 
of additions were made to the firms 
registered in the Air Force Sources 
System. Newspaper publicity was 
highly favorable throughout the area. 


Advisory Group - Cont. from p. 1 

and the first meeting is expected to 
be held during the month of July. 
The full composition of this Group 
will be announced in the next issue 
of the Bulletin. 


SOUTH BEND HOLDS THE FORT 


On 19 March 1954, the Association 
of Commerce, South Bend, Ind., in 
cooperation with the South Bend 
Sub-Office of the Indianapolis Air 
Procurement District held a widely 
publicized and well attended Seminar 
for the purpose of assisting indus- 
try in that area. 

The Department of Labor had 
listed the South Bend area as one of 
‘critical unemployment."* 


The chief speakers at the Seminar 
were: 

Major Alfred L. Rideout, Offi- 
cer in Charge of the South Bend 
Sub-Office; and Mr. W. L. Bayt, 
Small Business Specialist of the 
Indianapolis Air Procurement Dis- 
trict. 


NEW PUBLICATIONS 


The Small Business Administra- 
tion has recently published two docu- 
ments of considerable interest to 
industry in general and small busi- 
ness concerns in particular. 

One, the Specifications Directory, 
has..a complete record of the 
libraries and other places where 
MIL Specs and Standard Specs may 
be seen for reference purposes. 
The other, the U. S. Government 
Purchasing Directory tells what 
office buys what item, including 
all Federal Agencies as well as the 
Department of Defense. 


JUNE 1954 


NOTICE TO READERS 
Circulation of this issue, approximately 
6,000, hems of interest, particularly having to 
do with small business programs in the plans 
of the prime contractors, which would be 
appropriate for inclusion in future issues of 
tus Gulletin should be sent w Mr. Kennard 
Weddell, Assistant for Small Business » ve 
Director of Procurement and Production Engi - 
geering. Office, Deputy Chief of Suaff, Maw riel, 

Headquarters, USAF, Washingwm, D. C. 


Pentogon Meeting - Cont. from p. | 


Flag Officers Dining Room, pre- 
sided over by Major General T. B. 
McDonald. 

Speakers for the afternoon session 
were: Brig. Gen. Joe W. Kelly, Mr. 
Chester Seftenberg, Col. Charles L. 
Davis. 

The latter part of the afternoon 
session consisted of a panel dis- 
cussion on subcontracting by Small 
Business Liaison Officials of four 
major prime contractors: Mr. John 
Winchester, Mr. L. G. Horney, 
Bendix Radio Div.; Mr. Harmar 
Brereton, Eastman Kodak Co.; Mr. 
John J. Murphy, Fairchild Aircraft 
Div.; Mr. T. C. Coyne, Curtiss- 
Wright; Mr. J. C. Maillard, Wright 
Aeronautical Div. 

Mr. Roger Lewis, Assistant Sec- 
retary, Materiel, had been unable to 
attend the morning session having 
been called up ‘‘on the Hill’* but 
returned during the subcontracting 
panel discussion and gave an in- 
formal talk. 

Morning and afternoon sessions 
on the second day, presided over 
by Mr. Maurice L. Johnson, Execu- 
tive for Small Business at Head- 
quarters, AMC, were taken up by 
discussions on the part of the small 
business specialists attending on 
the general problems connected with 
their activities. 

During the morning session 
Colonel Lee W. Fulton, Chief Field 
Operations Division, Directorate, 
Procurement and Production, Head- 
quarters, AMC, explained the newly 
established field organization of 
AMC. Mr. Edward Pope, Manager 
Eastern Region of the Armed Serv- 
ices Technical Information Agency 
gave a brief talk on the services 
offered by that Agency. 

Attending many of the sessions 
of the conference were Colonel 
Robert Finkenstaedt, Chief of the 
Chicago Air Procurement District, 
and Lieut. Col. D. E. Sowle, Chief 
of the St. Louis Air Procurement 
District. 


If you missed the special Kitty 
Hawk edition of the USAF Small 
Business Bulletin, 17 December 
1953, advise the nearest Air Pro- 
curement Districi Office, attention 
Small Business Specialist. 


or 
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SMALL BUSINESS CONCERNS AS PRIME CONTRACTORS (B) 


Participation in sutable procurement in FY 54 compared to FY 53 (OPERA 


TION PACEMAKER is an 


Air Force’ small business actrvrty covering unclassified procurements for supplies and services over®10,000 in value) 


FIRST NINE MONTHS FY 1953 
toto! suitable | awards to $.B. 


1 Procurements handled 
in Operation Pacemaker 
2. Classified and Facilities 
contracts over *10,000 


3. All procurements 
under */0,000 


TOTAL 


All figures are net. 


* 98763000 
68,406,000 
90,021,000 

* 257,190,000 


FIRST NINE MONTHS FY (954 
total suitable 


awards to S.B. 


* 187,634,000 
73,417,000 


* 395,770,000 


“Due to therr large number and small size (overage *249), procurements for less than*1Q.000 are not screened 
for ‘suitability’. They ore arbitrarilly listed as suitable altho many are for items that could not be 


produced by smal! concerns. 


CONGRESSIONAL COMMITTEES STUDY 


AIR FORCE PROGRAM 


The early months of this Calendar 
Year show an exceptional amount 
of activity in small business matters 
by Committees of Congress. 

On 25 February, a detailed report 
was submitted by request to the 
House Small Business Committee, 
Chairman, Representative William 
S. Hill of Colorado, covering the 
Air Force Small Business Program 
for Calendar Year 1953. A feature 
of this report was the statistics 
showing the placement of new pro- 
curements in @ separate category 
from the cancellations. Normally 
statistics have been presented 
showing the net figures, but since 
cancellations have reached larger 
proportions, the reporting of net 
figures is no longer adequate for 
the purpose of evaluating the par- 
ticipation of small business con- 
cerns in defense procurement. 

On 8 March 1954, a special hear- 
ing was called by the Joint Com- 
mittee on Defense Production of the 
Senate and House, Senator Capehart, 


(4) 


Chairman. Prepared statements and 
charts were submitted at this hearing 
by Assistant Secretary Roger Lewis, 
and the Chief of the Small Business 
Office, Mr. Kennard Weddell. 

On 2 April 1954, the regular 
hearing of the Subcommittee on 
Military Procurement of the Senate 
Small Business Committee was held, 
Senator Homer Ferguson being 
Chairman of the Subcommittee. The 
presentation was made by the use 
of charts as in previous years and 
was participated in by Mr. Max 
Golden, Deputy for Procurement and 
Production to the Assistant Secre- 
tary, by Mr. Kennard Weddell, and by 
Mr. Maurice L, Johnson, Chief of the 
Small Business Office, Hq., AMC. 

Reports of the House Small Busi- 
ness Committee and the Joint Com- 
mittee on Defense Production have 
since been published and are avail- 
able upon request from those Com- 
mittees. The report of the Senate 
Small Business Committee is 
expected to be published in July. 


SMALL BUSINESS CHIEFS OF 
HEADQUARTERS OFFICES 


Washington, D. C. 
Mr. Kennard Weddell, Hq., USAF 
Pentagon 


Dayton, Ohio 
Mr. Maurice L. Johnson, Hq., AMC 
Wright-Patterson Air Force Base 


LIST OF SMALL BUSINESS 

SPECIALISTS 

Dayton, Ohio 
Wright-Patterson Air Force Base 
Small Business Specialists with 
Procurement Division, Hq., AMC 


Mr. S. S. Bibbero 
Mr. W. A. Oswalt 
Mr. G, S. Rattenbury 
Mr, John White 


Whether seeking subcontracts or 
prime contracts, the Air Force 
field offices are the first port of 
call for the small businessman. 
These offices are staffed to pro- 
vide assistance and supply all proper 
information. 
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Speakers Table at Jowt Meeting of the Philadelphia and New York Ad Hoc Committees on Small Business 


Assistance of the Three Military Departments held im Philadelphia, 21 April 1954. Left to right, Mr. Kennard 
Weddell, Chief Office of Smali Business, Hq., USAF, Mr. Richard Lennthan, Small Business Advisor to 
the Assistant Secretary Defense, S&L; Mr. Francis Oates, Jr., Small Business Specialist, Office of the 
Philadelphia District Engineers, Corps of Engineers, and Chairman of the Philadelpma Ad Hoc Commuttee; 
Cdr, Neale W. Curtun, ONM, and Mr. Jack Askins, G-4, Chuefs of the Offices of Small Business of the Navy 
and Army. 


AIR FORCE SMALL BUSINESS SPECIALISTS 


IN THE FIELD 


Atlanta,Georgia 
Mr.Walter Roose 
Atlanta Air Procurement District 
760 W. Peachtree Street, N.W. 


Boston, Massachusetts 
Mr. E. J. Fitzgerald 
Mr. R. F. Murray 
Boston Air Procurement District 
14 Court Square 


Cheyenne, Wyoming 
Mr. Paul F. Robbins 
Cheyenne Sub-Office 


Chicago, Illinois 
Mr. V. J. Ripp 
Chicago Air Procurement District 
165 North Canal Street 


Cleveland, Ohio 
Mr. Louis Pike 
Cleveland Air Procurement Dis- 
trict 
1279 W. Third Street 


Dallas, Texas 
Mr. William T. Worley 
Dallas Air Procurement District 
1407 Ross Avenue 


Dayton, Ohio 
Mr. C. E. Cole 
Dayton Air Procurement District 
Building 70, Area **C** 
Wright-Patterson Air Force Base 


Mr. Norman Hess 
Gentile Air Force Depot 
Wilmington Pike 


Detroit, Michigan 
Mr. Hugh McGowan 
Detroit Air Procurement District 
W. Warren Ave. & Lonyo Bivd, 


Hartford, Connecticut 
Mr. H, F. Lancaster 
Hartford Sub-Office 
$00 Capitol Avenue 


62408—55——4 


Indianapolis, Indiana 
Mr. W. L. Bayt 
Indianapolis Air Procurement 
District 
54 Monument Circle 


Kansas City, Missouri 
Mr. K. M. Thorpe 
Kansas City Sub-Office 
2601 Walnut Street 


Los Angeles, California 
Mr. G. J. Byrnes 
Mr. P. M. Goodwin 
Mr. Guile Shurte 
Los Angeles Air Procurement 
District 
155 W. Washington Boulevard 


Memphis, Tennessee 
Mr. Paul Breland 
Mallory Air Force Depot 
3300 Jackson 


Middletown, Pennsylvania 
Mr. R, E. Mack 
Middletown Air Materiel Area 
Olmsted Air Force Base 


Milwaukee, Wisconsin 
Mr. Earl Knuth 
Milwaukee Air Procurement Dis- 
trict 
770 N. Plankinton Avenue 


Minneapolis, Minnesota 
Mr. W. B. Holmberg 
Minneapolis Sub-Office 
920 Second Avenue 


Mobile, Alabama 
Mr. Louis L. McKean 
Mobile Air Materiel Area 
Brookley Air Force Base 


Newark, New Jersey 


Mr. Vincent Farrel 


Newark Air Procurement District 
218 Market Street 





New York, New York 
Mr. L. N. Koivula 
Mr. 5S. Milliken 
New York Air Procurement Dis<- 
trict 
780 Broadway (John Wanamaker 
Bidg.) 
Oklahoma City, Oklahoma 
Mr. G. B. Harriman 
Oklahoma City Air Materiel Area 
Tinker Air Force Base 
Philadelphia, Pennsylvania 
Mr. John Walter 
Philadelphia Air 
District 
1411 Walnut Street 
Rochester, New York 
Mr. R. A, MacMillan 
Rochester Air Procurement Dis- 
trict 
20 Symington Place 
Rome, New York 
Mr. E. R. Dawson 
Rome Air Force Depot 
Griffiss Air Force Base 


Sacramento, California 
Mr. Thomas M. Spence 
Sacramento Air Materiel Area 
McClellan Air Force Base 
St. Louis, Missouri 
Mr. K. E. Kichline 
St. Louis Air Procurement Dis- 
trict 
U. S. Court & Customs House 
Mr. Ralph P. Warneck 
St. Louis Sub-Office 
San Antonio, Texas 
Mr. Jot E. Neri 
San Antonio Air Materiel Area 
Kelly Air Force Base 
San Diego, California 
Mr. F.C. Pedretti 
San Diego Air Procurement Dis- 
trict 
4325 Pacific Highway 
San Francisco, California 
Mr. E. M. Stevenson 
San Francisco Air Procurement 
District 
1515 Clay Street 
Oakland, California 


Procurement 


Shelby, Ohio 
Mr. J. Earl Gidding 
Wilkins Air Force Depot 
Topeka, Kansas 
Mr. F. O. Morns, Jr. 
Topeka Air Force Depot 
Tucson, Arizona 
Mr. Everett Schwantes 
Arizona Air Procurement District 
Hughes Aircraft Plant 


Warner Robins, Georgia 
Mr. Dan McCarthy 
Warner Robins Air Materiel Area 
Robins Air Force Base 

Wichita, Kansas 
Mr. R. E. Wilson 
Wichita Air Procurement District 
449 N. Oliver Street 


(5) 
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OPERATION PACEMAKER IN THIRD YEAR 


This distinctly Air Force opera- quarters, Air Materiel Command by Air Forcé Small Business Spe- 
tion is concerned only with pro- and the Depots, which are unclassi- cialists to be for items capable 
grammed procurements handled by fied, are over $10,000 in estimated of being produced by small business 
Procurement Division at Head- value, and which are determined concerns. 


Fiscal Year 1954--First 9 Months 
All Completed Programmed Procurements Over $10,000, Unclassified and 


Suitable for Small Business 
Formal Advertising ...ccccercsesssesetesevecevsscecscesecesessccsosescsssosceososessese Value $ 14,188,000 


Number of Solicitations .ccscccccccccceccccescvcccscsecesescecasevevesevevescscssese 

Average for Each Procurement....... 

Bids from Large Concerns... 

Bids from Small Concerns. 

Awards to Small Concerns. $ 8,856,000 


Ne gotiated....ccocccssccescevesosevesseresscccecevesesesoocesessccsoveceucesecssoeesvossors Value $173,446,000 
Number of Solicitations sccccccssceccsssecvcccsscccvssccccsccesecscesevescsesesecece 
Average for Each Procurement.. 
Proposals from Large Concerns.. 
Proposals from Small Concerns... 
Awards to Small Concerns o...-scccocssorssescceesescesecscecencosesesevecessooce $ 144,244,000 
Total Procurement Sercserccssessesescovececssccsseseevevcceccosesessesouscocoecesess Value $187,634,000 


Awards to Small Concerns crscoresecssccsscecssevcccvccccerccescescsscscosoosesose Value $153,100,000 


Fiscal Year 1954--First 9 Months 


All Completed Programmed Procurements Over $10,000, Unclassified and 
Suitable for Small Business 


Suitable PR's Small Business Awards 
No. Dollar Value No. Dollar Value 


Procurement Div., Hqe AMCusrecscscrsececsecsseersceccersscscsesecsees 271 $143,070,000 263 $117,103 ,000 
Gentile AF Depot....ccccccceccecsceveveccscecevecessesessnenesecsconsesses 93 $ 9,020,000 75 $ 6,799,000 


18,206,000 57 17,016,000 


Wilkins AF Depot crsccscecceccsesscsscecceses: cescsenecesescsesssesenesees 52 


5,093,000 62 4,813,000 


Rome AF Depot-escscsssoessscscesesoresesesccccecccsccscsssecoscessoossess = 67 


1,999,000 11 1,656,000 


Warner-Robins AMA scsecccccssseccevesecccneccessccccesesssonecerseseves 12 
Middletown AMA csssscscesercsscsceceseceveccsscssesseneccessosssssesesecs 16 


6,396,000 71 3,859,000 


$$$ 


Topeka AF Depot..sssccscsrcsesecscsssessececscesevesrscssscssensveresoces 75 


1,391,000 16 469,000 


Mobile AMA cecscsecesescnccceseececcnccecscccecvsccessctecsesesaussssoesers 24 


739,000 333,000 


Mallory AF Depot..sscsccsseccecesecectenecscosescscsvessevesesecsesescess 60 


$ 
$ 
$ 
1,720,000 39 $ 1,052,000 
$ 
% 
$ 
$ 


153,100,000 


wiwee*#ese*ewwte @ 


187,634,000 


TOTAL isosccsesscseccrcerececersvectscvecscssscssctsscesessesesesseress 
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AIR FORCE SMALL BUSINESS 


SE anEEEEEEEEEEEEEEEEESEEEEEEEIEeneneneeeeinensieeeeiee ee 
4k FORCE SMALL BUSINESS PCOGKAM 
SMALL BUSINESS CONCERNS AS SUBCONTRACTORS AND SUPPLIERS 


PRIME CONTRACTS FOR AIR-FRAMES, ENGINES AND OTHER MAJOR 


MAL (95) thre MAR 1954 


ITEMS REQUIRING LARGE CONCERNS AS PRIME CONTRACTORS. _.*26.716,000,000 


PORTION PLACED OUTSIDE, OR TO BE PLACED OUTSIDE, 
WITH LARGE CONCERNS IN IST AND 2ND TIERS...” *9,282,000,000* 
PORTION PLACED OUTSIDE, OR TO BE PLACED OUTSIDE, 
WITH SMALL CONCERNS WW \ST AND 2ND TIERS.........*5,610,000,000* 
PRIME CONTRACTS FOR ALL ITEMS WHICH CAN BE PRODUCED 
EQUALLY WELL BY LARGE OR SMALL CONCERNS... ___ ~ --a0-? 2,496,000,000 
AWARDED TO SWA/ CONCERNS KS PRIME CONTRACTORS __.* 1,601 ,000,000 


AWARDED TO LARGE CONCERNS AS PRIME CONTRACTORS.....* 895,000,000 


PORTION PLACED OUTSIDE, OR TO BE PLACED OUTSIDE, 
WITH SMA/L CONCERNS \W \ST AND 2ND TIERS.....°._..% 188,000,000 


SUBCONTRACTS PLACED, OR TO BE PLACED, 
WITH = SHALL CONCERNS 


TOTAL FOR SMALL BUSINESS ...... 


VM eeneanene?5,798,000,000 
ed * 7,399,000,000 


1% Ml SUBCONTRACT FIGURES BASED OW STATISTICS REPORTER BY 100 AIR FORCE 
ODERED 


CONTRACTORS OM TOTAL CONTRACTS OF 4% S65 000000 AMP 


OPERATION SOUL-SEARCP 


It is suggested that the Small 
Business Liaison Official of each 
prime contractor fill in this check 
list for his own use and information, 


This company, or division 

O Has appointed a Small Business 
Liaison Official. 

Oo Keeps records showing the num- 
ber of employees (if 2500 or 
less) of all business concerns 
with whom subcontracts or 
purchase orders are placed 
related to defense contracts, 

(nas requested its major sub- 
contractors to appoint Small 
Business Liaison Officials 
for cooperative efforts. 

CD nas placed on its subcontracts 
and purchase orders a small 
business participation clause 
similar to the clause in its 
prime contracts. 


Prime 
At ADEQUATE “SAMPLE” 


Ciutas set up a specific small 
business program of its own 
related to purchases. 

Has issued written instructions 
to its purchasing departments 
on the use of small business 


concerns. 

C) Makes regular use of the Air 
Regional Offices’ facilities 
records in locating new small 
business sources. 

UC screens its purchase require- 
ments for suitability to small 
business, marking them for 
the buyers’ attention. 

OD Requires a justification from 
the buyer when a purchase 
which was suitable for small 
business is made from 4 
large concern. 

C submits periodic reports to the 
head of the company or divi- 
sion showing the extent to 
which small business con- 
cerns partitipate in the com- 
pany's defense contracts, 


MR FORCE SMALL BUSINESS PROGRAMS 


SMALL BUSINESS PARTICIPATION AS SUBCONTRACTORS & SUPPLIERS 
HIRST THER OMY 


COMMITMENTS MADE IN CALENDAR YEAR 1953 * 


WITH ALL 


SUITABLE FOR ——- PLACED WITH 


OUTSIDE CONCERNS SMALL CONCERNS SMALL CONCERNS 


6 LARGE PRIMES 


2 LARGE PRIMES 


$1,660,000,000 
(8 PLANTS) 100% 


$ 402,701,000 








(WoT KNOWN) 572,000,000 
uy 
$99,957,000 4159329,000 


100% ----------------40% 


100% ------ 80% 


* TWO LARGE PRIMES REPORTED ON THEIR NEAREST FISCAL YEAR. 





POLICY 

(Quote from AF Reg. 70-10) 

**This Regulation re-affirms the 
policy of the Department of the Air 
Force to obtain the participation of 
small business concerns to the 
greatest practicable extent in the 
defense production program whether 
as prime contractors or as sub- 
contractors. 

In its own direct purchases from 
industry, the Air Force will carry 
on a continuing program to insure 
full opportunity to small business 
concerns to participate in the pro-~ 
curement of items and services 
they are capable of producing or 
performing. 

In the placement and administra~- 
tion of contracts with large, as well 
as small concerns, which, in the 
opinion of the Air Force offer sub- 
contracting possibilities, the con-, 
tracting office and the appropriate 
administrative office will bring this 
Air Force policy to the attention 
of the prime contractor and will 
take all proper steps, <onsistent 
with the contractors responsibility 
for satisfactory performance, to 
effect full opportunity to st.iall busi- 
ness concerns to participate in sub- 
contracting and in the supply of items 
or services required by the prime 
contractor.’' 





EXCHANGE OF VIEWS 

The Chief of the Office of Small 
Business, Hq., USAF has scheduled 
a series of field trips taking him 
into all sections of the country from 
June through October. These staff 
visits will take in all Air Materiel 
Area Hgs., Air Procurement Dis- 
trict Offices, and several of the 
major Depots providing an oppor- 
tunity for exchange of views on small 
business matters with those actively 
engaged in the operation of the Air 
Force Small Business Program: 

7 June, Western Elec. Plant, 
Winston-Salem 
9 June, Lockheed Plant, Marietta 
& Gadsden Air Force Depot 

1l June, Mobile AMA Hq. 

15 June, San Antonio AMA Hq. 

16 June, Dallas APD 

18 June, Oklahoma City AMA Hq. 

21 June, Ariz. Dist. Off., Tucson 

23 June, San Diego APD 

24 & 25 June, Los Angeles APD 


21 July, Indianapolis APD 

22 July, St. Louis APD 

23 July, Topeka AF Depot 

27 July, Los Angeles APD 

28 July, San Francisco APD 
29 July, Sacramento AMA Hq. 
30 July, Boeing Plant, Seattle 


12 August, Milwaukee APD 
13 August, Chicago APD 
16 August, Detroit APD 
Cont, om p. Boel. 
(7) 
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TECHNICAL AIDS 


TECHNICAL AND MANAGEMENT 
AIDS ISSUED BY SMALL BUSINESS 
ADMINISTRATION 

The special Kitty Hawk issue of 
the Bulletin in December 1953 listed 
the first 29 Technical Aids for small 
business published by the Small 
Business Administration, or its 
predecessor agency. In this issue 
we list additional Technical Aids for 
small business as well as the titles 
of the Management Aids issued by 
that agency. 

Copies of both the Technical Aids 
and Management Aids are available 
without charge upon application to 
any field office of the Small Business 
Administration or throuyh the Air 
Force Small Business Specialists 
in the Air Procurement District 
Offices. 


Views - Cont. from p. 7 
17 August, Cleveland APD 


30 September, Middletown AMA 

Hq. 

October, Rochester APD 

October, Boston APD 

October, Hartford Sub-Dist. 
Off. 

October, New York APD 

October, Newark APD 

October, Philadelphia APD 


CLAUSE IN PRIME CONTRACTS 
“It is the policy of the Government as declared by 


wd». 


an. 
32. 


33 
Hu 


Fire Prevention in Small Business 
Radioisotopes and Small Busine ss 
Essentials of Good Plant Lubrication 
Gas Welding of Cast tron 

Mandling i Suging and Dispensing of 


ag overs ye AIDS 


. How Small Plants Can Sell to the Federal 


Government 


. Adequate Production Conol 


. Reducing Accident Costs in Small Induswial 


- Business Insurance--I 


. Reducing Accident Costs through Safe Work- 


ing Conditions 


. is Your Labor Turnover Cost Too High? 
. Reducing Accident Costs by Use of Safety 


Ccomminees 


. Incentive Techniques for Use in Small 


Busine ss 
. How the Small Plant Can Analyze Old and 


New Maskets 


. Saving Manpower in In 
- Minimizing the Cost of Breaking in New Per- 


. Reducing Accident Costs through Reports and 
Records 


. Small Plant Health and Medical Programs 
. Subconmacting for Small Plants 

- Business Insurance --1 

. Methods Engineering for the Smail Plant 
. How Walsh-Healey Public Contacts Act 


Affects Govt. Supply Conwactors 


. Changes in Organization Responsibilities as 


a Plant Grows 


. Two Dozen Ideas for Effective Adminisration 
20. Reducing Accident Costs through Sale Work 
Methods 


5° 


$88 3 8 & BSE 


sess sf 


tts 88 


- 
N 


SSeS 
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Business isurance - -I 
Developing Foremen in Smaller Plants 
Budge ung in the Small Plant 
Shipping Room Operations in Small 
Plants 
Improving Maintenance Operations in Small 
Plants 


How Management Consultants Help Small 
Manufaccurers 

Reducing ene Selling Safety 
to Supervisors and Workers 

Business Insurance --IV 


. Analyzing Your Government Contact 


Employee Selection and Placement Methods 
for Small Plants 

Packaging Pointers for Government Contacwes 

How Tr: Associations Help Small Manufac- 


turers 
Borrowing Money from Your Bank 
Depreciation, Deterioration, and Obsolescence 


. Materials Coagol for Small Plants 


Sound Pricing Policy in Bidding on Government 
Contracts 


. a and Using Break-even Poin 
a anne Agencies Serve Small 


Businesses 
How to Choose Your Bank Wisely 


. Pitfalls in Estimating Your Manufacturing Coss 
. How the U. S. Employment Service 


Helps 
Small Businesses 


. Getting Your Product on a Qualified Products 
List 
. Appraise Your Competitive Position to improve 
A 


anning 
How to Build Your Sales Volume 
Judging Your Purchasing Efficiency 


. How to Analyze Your Own Business 
. How the Feceral Mediation and Concililation 


Service Helps Small Businessmen ( Afver 
April 20th) 


Congress to bring about the greatest utilization of small 
business concerns which is consistent with efficient pro- 


duction. 
“The contractor agrees to accomplish the maximum 


amount of subcontracting to small business concerns that 
the contractor finds to be consistent with the efficient 
performance of this contract.” 


DEPARTMENT OF THE AIR FORCE 


HEADQUARTERS WN TED STATES AIR FORCE 
WASHINGTON 25, D.C. 


OFFICIAL BUSINESS 
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The cumulative effect of these widespread activities will naturally become 
more readily recognized as the months pass by. In such a program, statistics 
tell only a small part of the story of the cooperation the Air Force is receiving 
from its contractors. 

Mention has been made in this report several times of the Air Force Advisory 
Group on Small Business. Two outstanding achievements are to its credit, the 
first of which had to do with the development of a subcontracting report form 
which shows on a semiannual basis the dollar value of commitments made by 
the large-business concern, whether prime or sub, to small-business concerns 
on defense work. 

A reporting form that would adequately provide the military departments and 
the Congress with factual information as to how well the defense dollar was being 
passed on to the small-business community without imposing a heavy book- 
keeping burden on the large contractors has been sought since early 1942, but 
without success. 

The advisory group at its July 1954 meeting set up a subcommittee to explore 
the situation and try to work out a solution. This subcommittee, made up en- 
tirely of industry, succeeded where other efforts along the same line had failed; 
this preliminary report to the entire advisory group was approved at the October 
meeting of the group with certain modifications recommended, and the final 
report was unanimously approved at the January 28, 1955, meeting. The ad- 
visory group recognizes that almost all large-business concerns who would be 
expected to report their subcontract activities to small-business concerns on any 
form were prime contractors to more than one military department and were 
also subcontractors to many other large-business concerns. Therefore reporting 
of their commitments to small-business concerns would have to be for their 
total “mix” defense business without any differentiation between contracts placed 
by the Army, Navy, or the Air Force. For this reason the proposed report form 
was promptly sent by the Assistant Secretary of the Air Force (Materiel) to the 
Assistant Secretary of Defense (Supplies and Logistics) with the recommendation 
that it be put on a Department of Defense basis, and approval of the Bureau of 
the Budget obtained. All proper action is being taken to expedite this m tter. 

Another outstanding achievement of the Air Force Advisory Group on Small 
Business was the action also taken at the January 28, 1955, meeting, culminating 
6 months’ consideration, to establish the minimum criteria of what would be 
known as an approved small-business program to be conducted by prime con- 
tractors and major subcontractors in their own individual plants. The submis- 
sion of the reporting form mentioned above wis made one of the requirements of 
such an approved small-business program. The criteria and the entire concept 
were unanimously endorsed by the advisory group at that meeting, but again it 
was believed by the Air Force that the project could be more effectively con- 
summated on a three-service basis than by unilateral action by any one depart- 
ment... Accordingly, Air Force action Was voluntarily held up pending a determi- 
nation as to whether or not it could be made into a Department of Defense pro- 
gram. Department of Defense Instruction 4100.20, Subject: “Department of 
Defense Small Business Subcontracting Policy,” dated April 19, 1955, contains 
many of the features of the advisory group’s recommendations. The action of the 
advisory group is attached to exhibit 4. 

Present plans of the Air Force are to continue the presentation of problems 
and proposed remedies to the advisory group on small business so that through 
mutual discussion we will continue to have the practical support and cooperation 
of industry. 


Exnutsit 4 


AFMPE-SB/Mr. Weddell/74126 
January 31, 1955 


PROPOSAL FOR AN “APPROVED SMALL BUSINESS PROGRAM” 


(Following is the form in which the proposal was endorsed by the Air Force 
Advisory Group on Small Business at its meeting of January 28, 1955, Ralph 
Osborn, moderator :) 

1. Air Force prime contractors currently holding contracts which in the opinion 
of the Air Force offer substantial subcontracting opportunities will be urged to 
establish small-business programs conforming to paragraph 2 below. Further- 
more, after a date to be set, in the negotiation of any prime contract (which in 
the opinion of the procuring contracting officer offers substantial subcontracting 
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opportunities) with a source which did not already have an “approved small- 
business program,” the source would be required to establish such a program. 


2, All of the following activities would be required of an “approved small-busi- 
ness program”’; 


a, The designation of a responsible executive of the company or plant as 
its small-business liaison officer. He will be the contact man with Air Force 
procurement and production officials and officials of the Small Business Ad- 
ministration on matters related to small-business participation, He will be 
charged with assuring that the company or plant carries out the spirit and 
the letter of the small-business subcontracting clause in its contracts, and 
will be responsible for the establishment of an approved and effective small- 
business program within the company or plant. 

b. The requesting of major subcontractors (whose contracts, in the opinion 
of the prime contractor, offer substantial small-business subcontracting 
opportunities) to establish and conduct approved small-business programs, 
meeting these requirements. This will include the placing in these subcon- 
tracts of the small-business subcontracting clause appearing in the prime’s 
contract. 

c. The maintaining of records showing as to each prospective source on 
the source lists whether or not it meets the Department of Defense definition 
of a small-business concern. 

d. The utilization of such information related to potential small-business 
sources as is furnished by the appropriate offices of the Air Force and the 
Small Business Administration. 

e. The maintenance of an “open door” to small concerns seeking work in 
eonnection with defense contracts, and the provision of fair hearings on their 
complaints without prejudice to the complainants. 

f. Submission to Headquarters Air Materiel Command, through the admin- 
istrative contracting officer, of the semiannual contractor’s military procure- 


ment commitment report on forms provided by the administrative contract- 
ing officer. 


Paragraphs 3, 4, and 5 of the original draft were not endorsed as written, and 
as a substitute it was recommended that suggestions as to addition (but volun- 
tary) activities could well be made in a letter from Headquarters Air Materiel 
Command to its prime contractors participating in the program. 


Aprenpix 2 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington 25, D. C., April 28, 1955. 
Hon. ABRAHAM J. MULTER, 


Chairman, House Small Business Committee, 
House of Representatives. 


DEAR Mr. Mutter: At the suggestion of the Assistant Secretary of Defense 
(Supply and Logistics) I am pleased to submit a presentation of the Department 
of the Army small-business program. 

The Department of the Army small-business program, policy, and procedure 
are an integral part of the daily Army procurement procedure. In keenine with 
the Armed Services Procurement Act of 1947, the Small Business Act of 1953, the 
Defense Appropriation Act, 1955, Department of Defense Directive 4100.10, sub- 
ject : “Revised Department of Defense Small Business Policy,” and Department of 
Defense Directive 4100.9, subject: “Relations with Small Business Administra- 
tion,” the Department of the Army has set forth its small-business policy and 
procedure in part 7, section XXX, Army Procurement Procedure (inclosure 1). 

The results achieved from the small-business program and the application of 
such policy and procedure are evidenced by enclosure 2, which covers small- 
business participation in the Army procurement program for the first 7 months 
of fiscal year 1955. Procurement charts denoting small business participation 
in the Army procurement program are also enclosed (enclosure 3). 

I appreciate the opportunity to present this material to your committee. 
Should you desire any additional information please do not hesitate to call 
upon me. 

Sincerely yours, F. H. Hieerns, 
Assistant Secretary of the Army, 
(Logistics and Research and Development). 
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[Enclosure 1 to letter to Congressman Multer] 
ARMY PROCUREMENT PROCEDURE 


SMALL BUSINESS POLICY AND PROCEDURE 
6 January 1955 
Part 7—SMALL BUSINESS POLICY AND PROCEDURE 


80-701 AwTHORITY. 

a. The desires and intent of the Congress regarding assistance to Small Busi- 
hess by governmental agencies are set forth in section 2 (b), Armed Services 
Procurement Act of 1947 (PL 413, 80th Cong.; 62 Stat. 21; 41 U. 8. C. 151-161), 
Title II, Small Business Act of 1953 (PL 163, 838d Cong.; 67 Stat. 232) and in 
the Department of Defense Appropriation Act, 1955 (PL 458, 83d Cong.). 

b. Contracts awarded to Small Business as a result of the application of the 
procedures contained in this part 7 will be made under the authority of section 
2 (c) (1) of the Armed Services Procurement Act of 1947 and section 214 of the 
Small Business Act of 1953. This applies to Small Business Determinations and 
Joint Determinations. 

c. Section 214, Small Business Act of 1953 states : 


“To effectuate the purpose of this title small business concerns within the 
meaning of this title shall receive any award or contract or any part there- 
of as to which it is determined by the Administration and the contracting 
procurement Agency (A) to be in the interest of mobilizing the Nation’s 
full productive capacity, or (B) to be in the interest of war or national 
defense programs,” 


30-702 DEFINITIONS. 
a. Certificate of Competency. 


(1) Section 212, Small Business Act of 1953 states: 

“The administration [the Small Business Admini: tration] shall have the 
power, and it is hereby directed, whenever it determines such action is 
necessary— 


* * * ak * + * 


“(d) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small business concern or 
group of such concerns to perform a specific Government procurement 
contract ;” 

(2) Section 213, Small Business Act of 1953 states: 

“In any case in which a small business concern or group of such concerns 
has been certified by or under the authority of the Administration to be a 
competent Government contractor with respect to capacity and credit as to 
a specific Government procurement contract, the officers of the Government 
having procurement powers are directed to accept such certification as con- 
clusive, and are authorized to let such Government procurement contract 
to such concern or group of concerns without requiring it to meet any other 
requirement with respect to capacity and credit.” 


b. Contracting Officer. APP 1-201.5. 

c. Head of a Procuring Activity. APP 1-250 and ASPR 1-201.4. 

d, Intermediate Headquarters Concerned with Procurement. Intermediate 
headquarters concerned with procurement includes all offices below the level 
of the Secretary of the Army which have as functions the planning, supervision, 
control, or accomplishment of procurement. 

e. Method of Procurement. APP 1-301. 

f. Preaward Survey. APP 1-357. 

g. Purchasing Office. APP 1-253.1. 

h. Representatives of the Small Business Administration. Representatives 
of the Small Business Administration are those authorized persons effecting 
liaison between the Small Business Administration and the Department of the 
Army and other Government agencies. 

i. Seeretary. APP 1-201.2. 

j. Small Business. A Small Business concern is any concern which, includ- 
ing its affiliates, employs in the aggregate fewer than 500 persons (ASPR 
1-302.3). Small Business Administration is empowered by the Small Business 
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Act of 1953 to determine the concerns which are to be designated “Small Busi- 
ness Concerns” for the purposes of the act. Such determinations, when made, 
Shall be accepted by the Department of the Army; nevertheless, in the absence 
of such determination, the Department of the Army will observe the definition 
of Small Business concerns as above. 


k. Small Business Administration. Section 204 (a), Small Business Act of 
1953, states: ~ 


“In order to carry out the policies of this title there is hereby created 
an agency under the name ‘Small Business Administration’ (herein referred 
to as the Administration), which Administration shall be under the gen- 
eral direction and supervision of the President and shall not be affiliated with 
or be within any other agency or department of the Federal Government. 
The principal office of the Administration shall be located in the District 
of Columbia, but the Administration may establish such branch offices in 


other places in the United States as may be determined by the Administrator 
of the Administration.” 


l. Small Business Determination. A determination made by the Smal) Busi- 
ness Specialist and agreed to by the Contracting Officer that an item to be pro- 
cured either by formal advertising or by negotiation, can be supplied by Small 
Business firms, in whole or in part, with due consideration given to records of 
past procurement and a knowledge of the industry and the items involved. 
Such a determination, if initiated by request of a Representative of the Small 
Business Administration, shall be known as a “Joint Determination.” 

m. Small Business Specialist. A Small Business Specialist is an individual 
appointed in accordance with APP 30—-706c (2), who has been assigned the re- 
sponsibility for assisting small business concerns to participate in the defense 
procurement program. In the Department of the Army, Small Business Spe- 
cialists are appointed by name by the Head of the Procuring Activity concerned, 
in writing, and are responsible directly to him. 

n. Sources of Supply—Small Business. ASPR 1-302.3, 1-307, and APP 
1-201.9. 

0. Suitable for Procurement from Small Business. An item or service is con- 
sidered suitable for procurement from Small Business when the item or service 
is one which business concerns in the Small Business category presently— 


(1) Are technically competent to produce or furnish ; 

(2) Have adequate available facilities and open capacity to produce or 
furnish ; 

(3) Can produce or furnish at competitive prices (quantity and delivery 
factors considered), as sources of supply as defined in APP 1-201.9; 

(4) Are capable of meeting the required delivery schedule, and 

(5) Are able to produce or furnish without overtaxing their financial and 
technical resources. 


p. Supplies and Services. 


(1) Supplies. ASPR 1-201.8. All items necessary for the equipment, 
maintenance, and operation of a military command, including food, clothing, 
equipment, arms, ammunition, fuel, forage, materials, and machinery of 
all kind. 

(2) Services. Services, not of a personal nature, such as research 
and development, transportation, packing and packaging, communications 
transmission, and repairing and other nonmaterial transactions which may 
be purchased under contract, or are pertinent to the completion of a contract. 


q. Established Supplier. An “established supplier” for an item is a concern 
which is a “source of supplies” as defined in ASPR 1-201.9 and which has sup- 
plied the item satisfactorily to one or more military departments; or one with 
which mobilization planning is in effect. 

r. Potential Supplier. A * potential supplier” of an item is a concern which is 
a “source of supplies” as defined in ASPR 1-201.9 and which is considered to be 
technically and financially competent to supply the item, but which is not an 
established supplier. 

8s. Fair Proportion. A “fair proportion of the total purchases and contracts 
for supplies and services for the Department of Defense to be placed with small 
business concerns” is defined as that proportion which small business concerns 


can win in open competition, provided they are given an equitable opportunity 
to compete. 
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t. Equitable Opportunity. An equitable opportunity to compete (with respect 
to the competition by small business firms for Defense procurement of an 
item, the bidders’ mailing list for which contains the names of established or 
potential small business suppliers) is defined as that opportunity which exists 
when the following conditions are met: 


(1) The bidders’ mailing list of the military department for the item 
includes the names of such established or potential small business suppliers 
as have made acceptable application for inclusion in the list. 

(2) The Invitation for Bids or the Request for Proposals are sent to all 
the firms, large and small, on the list; or, where they are sent to less than 
the complete list, a pro rata percentage of small firms is included among 
those solicited. 

(3) The quantities are appropriate, the delivery schedules reasonable, 
the time allowed for the preparation and submission of bids adequate, and 
the specifications and drawings sufficient to enable small business firms to 
compete. 

(4) Proposed procurements are publicized as required by existing regu- 
lations. 

(5) The definition of a fair proportion is s above, shall not in itself be 
used as a reason for refusing to make joint determinations as provided in 
APP 30-7140 (3). 


30-703 Po.icy. 


a. General. In the interest of assisting Small Business, and of broadening 
the industrial base of producers, the following general policies and practices 
are adopted: 


(1) Review of the Production Allocation Program, for the purpose of 
determining those items which can be procured from a broad number of 
sources and from various classifications of industry. 

(2) Maximum use of available industrial capacity, with limited use of 
Certificates of Necessity in those cases where necessary industrial capacity 
is not available. 

(3) Review of military requirement and procurement methods, for the 
purpose of assisting Small Business and broadening the industrial base of 
suppliers. 

(4) Establishment of a training program for procurement personnel 
covering the need for procurement from Small Business and for broadening 
the industrial base of suppliers through the medium of procurement from 
Small Business. 

(5) Encouragement of subcontracting, with each important and sub- 
stantial negotiated purchase to be examined to determine the extent to which 
subcontracting may be accomplished. The extent of subcontracting shall be 
considered as one of the factors in the negotiation and award of prime 
contracts. 

(6) Appointment of Small Business Specialists in procurement offices 
to increase Small Business participation in Department of the Army 
procurement. 

(7) Adoption of a broad publicity program covering (i) basic objectives 
of broadening the industrial base of suppliers, (ii) purchase methods and 
practices, (iii) aids to small business, (iv) the number and dollar amounts 
of prime contracts awarded to Small Business, and (v) the desirability and 
extent of subcontracting. 

(8) The general principles of the Department of the Army Small Business 
Policy providing for giving small business firms an equitable opportunity to 
produce a fair share of the Department of the Army requirements of goods 
and services shall be extended to mobilization planning. To the maximum 
extent possible consistent with considerations of efficient production, geo- 
graphic dispersion of facilities, and other military factors, those elements of 
the Department of the Army engaged in mobilization planning shall, with 
respect to items, the bidders’ mailing lists for which include the names of 
established or potential small business suppliers, conduct planning with small 
business firms. (APP 30-703b and part 8, section XXX, APP.) All pro- 
curement officers must recognize their responsibilities with respect to the 
utilization of Small Business concerns in the accomplishment of the procure- 
ment program. Procurement personnel must be alert to develop new sources 
of supply and to exploit fully those sources which are available but which, 


62408—55——_5 
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because of the small size, do not quickly yield major results in the form of 
large dollar amounts of contracts placed. 

(9) Positive steps will be taken by all procurement personnel to insure 
compliance with existing policies that Small Business shall receive a fair 
share of Government contracts. It is essential that special emphasis be 
placed on wide and judicious solicitations of proposals or quotations, using 
up-to-date and complete bidders’ lists. Multiple awards for quantities less 
than the total requirement should be used to the maximum practicable extent 
consistent with other procurement objectives. This method of assistance to 
Small Business will be used both in formal advertising and in negotiated 
procurement. 

(10) In carrying out this policy, the primary consideration of the De- 
partment of the Army shall be that of securing performance or deliveries 
at the time, in the quantity, and of the quality required by the defense pro- 
gram, and nothing stated herein shall detract from this consideration. 
Furthermore, actions taken under this policy shall be consistent with other 
procurement and military objectives. 

(11) The purchasing office has responsibility for selecting the method of 
procurement (formal advertising or negotiation) and for the proper award 
of contract and the procedures established hereunder shall be carried out 
in such manner as not to impair or interfere with the expeditious operation 
of the procurement process. The Small Business Administration repre- 
sentative will have no veto power in the placing or awarding of contracts. 

(12) Price differentials to effecuate the above stated policies are not 
authorized. 


b. Inclusion of Small Business in Production Planning. As a continuing ac- 
tivity, production allocation procedures shall be reviewed by the planning agen- 
cies to insure that the following specific aids to Small Business are applied 
to production planning : 


(1) Small Business Specialists assigned to current procurement offices 
are consulted regarding the ability and feasibility of Small Business facilities 
to participate in specified mobilization planning. 

(2) Lists are employed similar to the current bidders’ lists, to ascertain 
new sources. 

(3) Planning requirements have been divided into reasonably small: lots 
to further the broad base concept and eliminate undesirable industry concen- 
trations for single and multiple item planning. 

(4) Multischedules are placed to the greatest extent possible; i. e., five 
different schedules are placed with five different suppliers rather than one 
schedule with a single supplier for five items. 

(5) Consistent with the above, avoid wasting skills. Place schedules in 
small facilities where maximum use of available manpower, skills, and equip- 
ment may be realized. Conversely, reserve large item or difficult mass pro- 
duction requirements for appropriate large size and volume producers. 


c. Information concerning Small Business Firms or Facilities. The Depart- 
ment of the Army will give to representatives of the Small Business Administra- 
tion access to any and all lists of small business firms or facilities which they 
have prepared for the purpose of consolidation by the Small Business Adminis- 
tration with such combined inventories of small business concerns and their 
facilities as the Small Business Administration may deem it advantageous to 
maintain. 

30-704 SMALL BUSINESS ORGANIZATION IN THE DEPARTMENT OF THE ARMY. 
A Small Business Advisor is appointed on a full time basis at the Department 
of the Army level, in an advisory capacity to the Assistant Secretary of the 
Army (Logistics and Research and Development), and the Deputy Chief of 
Staff for Logistics, on all matters pertaining to the Small Business Program 
within the Department of the Army, and to provide guidance to all Depart- 
ment of the Army Small Business Specialists and their staffs. Senior Small 
Business Specialists are appointed by Heads of Procuring Activities, to advise 
on small business matters, and to direct the implementation of the Department 
of the Army Small Business Program. Small Business Specialists are appointed 
in certain field purchasing offices to advise the head of such offices on Small 
Business matters and to participate in the implementation of the Department 
of the Army Small Business Program. The Small Business Specialist and his 
staff will be assigned to the headquarters of the purchasing office to which he 
is appointed and will serve under the direct supervision of the head of such 
purchasing office (APP 30-706c (2)). 
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30-705 Functions To BE PERFORMED By SMALL BUSINESS SPECIALISTS IN THE 
DEPARTMENT OF THE ARMY SMALL BUSINESS PROGRAM. 

(For specific assignment of responsibilities, see APP 30—706d and f.) 

a, Serves as a focal point to which Small Business concerns may make or 
direct inquiry concerning participation in the military procurement program. 

b. Furnishes counsel and guidance to Small Business concerns on policy, 
procedure, and methods involved with which compliance is necessary in order 
to assure Small Business firms of an opportunity to become responsive and 
responsible suppliers on appropriate bidders’ lists. 

ce. Maintains liaison and exchanges information with respect to both policy 
and procedure with all other local and Government agencies for the purpose 
of rendering the maximum amount of assistance to Small Business. 

d. Institutes programs to discover additional competent Small Business 
sources, if required, capable of participating in procurements to meet current 
and anticipated requirements. 

e. Discusses with and advises representatives of Small Business concerns, 
whether it is to the best interests of their concerns to attempt to compete for 
a prime contract or to adapt their production mainly to subcontracting where 
many of the risks of a prime contractor would be eliminated. 

f. Discusses the extent and capacity of equipment, manpower available, 
and management skill with representatives of Small Business concerns and 
appraises their possible use in military procurement programs for the purpose 
of current procurement or industrial mobilization programs of planned 
procurement. 

g. Furnishes advice and assistance to Small Business concerns on problems 
arising during performance of contracts such as financing, defense order priority 
and allocation ratings, inspections, and payments, or directs such Contractors 
to the proper agencies for assistance. 

h. Attends meetings with industry or other Government agencies to explain 
and describe, when requested, types of items commonly being purchased or to 
be purchased. 

j. Prepares proposals, based upon analysis, for the Deputy Chief of Staff for 
Small Business is an important element in procurement planning and industrial 
mobilization. 

j. Prepares proposals, based upon analysis, for the Deputy Chief of Staff for 
Logistics with respect to changes in policy and/or procedure which will permit 
greater participation by Small Business. 

k. Observes the effect of current procurement policies on the .amount of 
Small Business participation in the procurement program and recommends 
to the appointing authority changes in existing policies or the formulation of 
new policies to increase the amount of such participation. 

1. Serves as the procuring activity Small Business Representative on all 
matters concerning policy, procedure, and practices to be followed to develop 
and maintain cooperation between the procuring activity and the Small Busi- 
ness Administration in accordance with the provisions of title II, section 214, 
of the Small Business Act of 1953. 

m. Supervises the implementation of policies and procedures by the Small 
Business Specialists at the field purchasing offices. 

n. Reviews each procurement directive issued or to be issued by his office, 
with value in excess of $10,000, to determine suitability for and make recom- 
mendations as to Small Business participation. 

o. Revews and analyzes all procurement action reports (Individual Procure- 
ment Action Report) (DD Forms 350) for the purpose of (i) ascertaining sub- 
contract possibilities for Small Business and (ii) to insure the accuracy of 
entries regarding Small Business. In addition reviews and analyzes other re- 
ports which reflect Small Business activity, such as DA Form 377 and DA Form 
1146 (ASPR 2-206.3). 

p. Participates in the preparation of directives to the Contracting Officers 
regarding the policy and procurement procedure to be used when a Small Busi- 
ness determination action has been made and included in a procurement directive. 

q. Consults with procurement commodity specialists and research and de- 
velopment personnel to insure that, when changes in specifications or deviat ons 
therefrom are made or permitted which makes production feasible for Small 
Business, they are fully recognized on future procurements. 

r. Makes recommendations to the Contracting Officer with respect to com- 
petency, capacity, and credit of a specific Small Business concern or concerns 
capable of producing a specific procurement or item thereof. If verification is 
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required, as to the size of a firm, makes an independent check and statement as 
to the number of the firm’s employees at the time that an invitation for bid 
(IFB) or proposal is submitted. 

s. Participates as a voting member, when both large and Small Business are 
involved, in meetings of Board of Contract Awards where such boards have 
been or may be established. 

30-706 RESPONSIBILITIES FOR IMPLEMENTATION OF DEPARTMENT OF THE ARMY 
SMALL BUSINESS PROGRAM. 

a. Department of the Army Small Business Advisor. 


(1) Department of the Army Small Business Advisor exercises responsi- 
bility for initiating and developing plans, policies, and procedures with 
respect to the maximum utilization of small firms in the Department of the 
Army procurement program. 

(2) In conjunction with other military departments and civilian agencies 
of the Government, develops Small Business policies and programs for 
joint use. 


. Department of the Army Small Business Council. 


(1) There is established a Council of Senior Small Business Specialists 
for the Department of the Army, consisting of the Department of the Army 
Small Business Advisor, and the Senior Small Business Specialists appointed 
by the chiefs of the technical services, within their respective offices. In 
addition to those functions listed in paragraph 30—706d which may be exer- 
cised by the Senior Small Business Specialists, the technical service members 
of the Council will have the following functions and duties: 


(a) Serve as assistants to the Department of the Army Small Busi- 
ness Advisor, on all Small Business policy and procedure which may 
concern their particular technical service in order to assist in develop- 
ing unity of action on Small Business matters. 

(b) Present special problems of their particular technical service to 
the Secretarial level and the Deputy Chief of Staff for Logistics, setting 
forth their impact on Small Business and relationship with Small Busi- 
ness Administration. 

(c) After coordination with the Office of Department Counselor, 
attend Congressional hearings when requested, which are concerned 
with Small Business matters, prepared to present their technical service 
Small Business Program, policies, and procedures, and to answer any 
questions if called upon by the Committee to do so. 


(2) The Council shall receive and review appeals of Small Business 
determinations forwarded to the Office of the Deputy Chief of Staff for 
Logistics by the head of a technical service or by the Washington Office of 
the Small Business Administration, and make appropriate recommendations 
to the Office of the Deputy Chief of Staff for Logistics. 

(3) The Council will carry out such other duties as may properly become 
a part of the Small Business Program. 


. Heads of Procuring Activities. 


(1) Heads of Procuring Activities are responsible for the successful 
implementation and effective operations of the Small Business Program. 

(2) Heads of technical services will appoint Small Business Specialists 
in their respective offices and headquarters on a full-time basis. At the 
headquarters of the continental armies, Military District of Washington, 
National Guard Bureau, and all field purchasing offices where sufficient con- 
tact with or opportunity exists for Small Business to sell to the Department 
of the Army, Heads of Procuring Activities will appoint Small Business 
Specialists on either a full- or part-time basis. Intermediate headquarters, 
as appropriate, will similarly have Small Business Specialists appointed for 
duty in such headquarters. 


(a) Small Business Specialists will be appointed by name in writing 
by Heads of Procuring Activities. Heads of Procuring Activities will 
not redelegate the authority to appoint Small Business Specialists. Small 
Business Specialists should be personnel of the highest caliber, preferably 
with extensive experience in industry in the Small Business field. Civil 
Service or military grades should be commensurate with the procurement 
mission of the office. 
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(b) A copy of all letters appointing Small Business Specialists will be 
forwarded to the Office of the Deputy Chief of Staff for Logistics, De- 
partment of the Army, Washington 25, D. C., ATTN: Chief, Purchases 
Branch. Letters of appointment will indicate the name of the office to 
which the Specialist is being assigned, whether or not such office is a 
principal purchasing office, whether or not the assignment will require 
full- or part-time duty, if part time the percentage of time devoted to the 
Small Business Program, and the Civil Service grade and status of 
appointee. (Exempt from reports control, see par. 17i, AR 335-15.) 


(3) Heads of Procuring Activities will insure that their Small Business 
activities are adequately staffed and fully coordinated with the procure- 
ment and industrial mobilization activities. 

(4) Proper facilities will be furnished the Small Business Specialist, 
including exhibits of procurement items which may be manufactured by 
Small Business, when the procurement mission warrants. 

(5) Procurement personnel will be indoctrinated in the objectives of the 
Small Business Program and will give full support to this activity. 


d. Senior Small Business Specialists Appointed to Office of Head of Procuring 
Activity. The Senior Small Business Specialist appointed to Office of the Head 
of a Procuring Activity will be responsible for the functions listed in APP 30— 
705a, b, c, d, e, f, h, i, j, k, l, m, n, 0, p, g, and s. 

e. Heads of Field Purchasing Offices. Commanding officers of field establish- 
ments engaged in procurement, where Small Business Specialists are appointed 
will insure that— 


(1) Small Business is provided with all appropriate procurement infor- 
mation of the Department of the Army programs in order that they may con- 
tact the appropriate purchasing offices. 

(2) Small business is provided information on prime contracts in order 
that it may explore all subcontract possibilities. 

(3) Displays and exhibits are made available to assist and guide prospective 
bidders, where the procurement mission warrants. 

(4) Small Business may obtain advice and counsel with regard to meth- 
ods of financing, management, and technical assistance. 

(5) Suitable accommodations and administrative support are provided 
for the Small Business Specialist. 


f. Small Business Specialists Appointed to Field Purchasing Offices. The 
Small Business Specialists appointed to field purchasing offices of the Procuring 
Activity will be responsible for the functions listed in APP 30—705a, b, c, d, e, f, 
9, h, i, k,n, 0, 9, r, and s. 

g. Responsibilities for Program at Purchasing Offices Where no Small Business 
Specialist is Appointed. At purchasing offices where no Small Business Special- 
ist is appointed, the head of the installation or activity will appoint a civilian 
representative other than the Contracting Officer if available, or the Contract- 
ing Officer who will be responsible for the functions listed in APP 30-705 in 
order that the Department of the Army program of assistance to small business 
may be maintained. 


30-707 SAmpLe DispraAy RooMs AND EXHIBITS. 


a. Purchasing offices will maintain or establish sample display rooms or 
exhibits, when directed by the Head of the Procuring Activity, to assist Small 
Business suppliers who wish to examine typical products or component parts 
procured by the Army. Such displays and exhibits have been found to be excep- 
tionally effective in informing Small Business concerns regarding Army materiel 
being procured, and in facilitating the bringing together of prime contractors 
and subcontractors. 

b. Heads of Procuring Activities and heads of field purchasing offices, when 
directed, will take positive measures to encourage the establishment of display 
rooms and exhibits. Display rooms and exhibits in field purchasing offices should 
be made readily accessible to businessmen without formality. Facilities should 
be provided for examination of unclassified equipment and supplies currently 
being procured, component parts, drawings, specifications, circulars and other 
descriptive material. Unclassified information should be available for distribu- 
tion upon request. 

c. It is the responsibility of the head of the field purchasing office, with the 
aid of the Small Business Specialist assigned to his office, to establish close 
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contact with personnel in installations from which display material can be 
obtained, in order to insure an adequate and timely display of items to be 
procured. Samples of items to be procured should be obtained for display pur- 
poses as far in advance of dissemination of IF'B’s and request for proposals 
as is practicable. 

30-708 RELATIONSHIP BETWEEN THE PROCURING ACTIVITIES AND SMALL BusI- 
NESS ADMINISTRATION, 

a. Small Business Administration Representatives. Small Business Admin- 
istration may assign one or more representatives to purchasing offices of the 
Military Departments. Such representatives will be known as Small Business 
Administration Representatives. In furtherance of the Small Business Act of 
1953 and the Department of the Army program of assistance to Small Business, 
Army personnel will cooperate with Small Business Administration Representa- 
tives to the maximum extent practicable. Small Business Administration Repre- 
sentatives assigned to the technical services will be oriented by the respective 
services. 

b. Security Clearances. Small Business Administration will obtain prior 
security clearances for all Small Business Administration employees and repre- 
sentatives assigned for duty with the Department of the Army. Proof of 
clearance will be presented prior to assignment to the Senior Small Business 
Specialist of the Procuring Activity concerned. 

c. Small Business Administration Representatives’ Conduct. Small Business 
Administration Representatives will be expected to comply with Army direc- 
tives dealing with conduct of Army procurement personnel. Breaches by Small 
Business Administration personnel will be reported promptly to Small Business 
Administration through channels for necessary action. In this connection, 
particular reference is made to the premature release of procurement infor- 
mation contrary to standard Army practices. 

d. Department of the Army Policy and Procedure. Contact, negotiation, 
and finalization with the Small Business Administration on major policy and 
procedure matters will be made only at Department of the Army level. All 
such matters will be referred for apropriate action to the Deputy Chief of Staff 
for Logistics, Department of the Army, Washington 25, D. C., through channels. 

e. Price Contracts to Small Business Administration. In any case in which 
the Small Business Administration certifies, in accordance with section 
208 of Public Law 163, 83d Congress, that the Administration is competent to 
perform any specific Government contract, such certification shall be made by 
the Administrator to the Procurement Secretary of the Department of the 
Army. 

30-709 Brippers List. Placement of firms on bidders’ lists will be in aecord- 
ance with ASPR and APP 2-204, including the submission of a properly executed 
Standard Form 120. However, Contracting Officers will provide Simall Business 
Administration Representatives an opportunity to recommend, within a reason- 
able period of time, an appropriate number of Small Business concerns for 
inclusion in the list of bidders or firms to be solicited with respect to any 
particular procurement found suitable for performance by Small Business 
concerns. 

30-710 DISSEMINATION OF INFORMATION. 

a. Instructions for preparation of synopses of proposed procurements and of 
contract awards are contained in ASPR 2-206, 3-106 and APP 1-354 and 1-355. 


(1) In order to assure that proposed procurements under joint determi- 
nation receive widespread publicity, such procurements will be synopsized, 
in accordance with applicable directives, in the Department of Commerce 
“Synopsis of U. S. Government Proposed Procurement and Contract Awards.” 

(2) In transmitting procurement information to the Department of Com- 
merce for inclusion in the Daily Synopsis, a separate transmittal will be 
made on those procurements which are under joint determination, and the 
transmittal will clearly state that “The Proposed Procurement(s) listed 
herein is (are) under Joint Determination.” 


b. IFB’s, Requests for Proposals, specifications, and drawings will be furnished 
by each purchasing office to other purchasing offices within the procuring activity 
for display, available to all interested concerns, in accordance with policy and 
instructions of the Head of the Procuring Activity concerned. 

c. Specific IF'B’s, Requests for Proposals, specifications and drawings, not 
covered by a joint determination will be furnished to the Small Business Admin- 
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istration, Washington 25, D. C., when so recommended by the Small Business 
Specialist at the purchasing office. 

d. Invitations for Bids or Requests for Proposal, together with applicable 
specifications and drawings on procurements selected for joint determinations 
will be made available in sufficient numbers to provide a minimum of one copy, 
with all attachments, for each Small Business Administration Regional and 
Branch Office and the Small Business Administration Washington Headquarters, 
except in those cases in which the Small Business Administration Representa- 
tives believe a lesser number of copies will be adequate. If the Small Business 
Administration Representative, by mutual agreement with the purchasing office, 
desires a reproducible master of the IFB or Request for Proposal and brown 
prints (Van Dykes), for a specific procurement on which there has been a joint 
determination made, a single copy, when available, will be furnished to the 
Small Business Administration Representative for reproduction by the Small 
Business Administration, in lieu of the above. 

e. Distribution under ¢ and d above will be made by the Small Business 
Administration Representative. 

30-711 Lasor Surpius AreEA Potictrs (DEFENSE MANPOWER Poticy No. 4). 
Defense Manpower Policy No. 4 and the procedures prescribed in ASPR provide 
adequate guidance for the proper establishment of set-asides. 

a. In applying the set-aside policy, undue stress must not be implied. Small 
business will continue to receive priority attention. Consequently, any sizable 
procurement will first be screened for practicability of a joint determination 
or small business determination. If the procurement is not suitable for small 
business action, it will then be considered for set-asides for possible placement 
in surplus labor areas. Under no circumstances, however, will both a small 
business determination and a surplus labor set-aside be made on the same 
procurement action. 

b. In complying with the above, procurement agencies will be governed by 
ASPR 1-302.4, 2-205, 2-406.4, 3-301, 3-105, and 3-219. 

30-712 Sma ut Business CoMMITTEES. Small Business Committees originally 
formed by Armed Forces Regional Councils will be continued on an informal 
basis. All Small Business Specialists are encouraged to attend and participate 
in the regular meetings. Representatives of other Government agencies may 
be invited to attend the meetings as guests. The Committees will rotate the 
Chairmanship (either civilian or military personnel) among the military serv- 
ices, and will conduct their meetings in much the same manner as when they 
were formally constituted, except that formal minutes will not be maintained. 

80-713 Recorps PERTAINING TO SMALL BUSINESS TO BE MAINTAINED BY PRo- 
CURING ACTIVITIES AND FIELD PURCHASING OFFICES (OTHER THAN DD Form 350 
AND DA Form 377 Reports). 

a. Report of SBA Certificates of Competency and Summary of Determina- 
tions for Small Business (Reports Control Symbol GSGLD-756). 


(1) Purpose. This report is designed to obtain from purchasing offices 
uniform information on SBA Certificates of Competency and summaries of 
determinations made and awarded to Small Business firms. 

(2) Preparing Agencies and Report Form. The report will be prepared 
by each Army field purchasing office and will be accomplished on DA Form 
1146 which is available through normal publications supply channels. 

(3) Frequency, Forwarding, and Due Dates. Each purchasing office 
will prepare and submit the report as of the end of each calendar month to 
the Senior Small Business Specialist of the appropriate Procuring Activity. 
The report is to be submitted in duplicate in time to arrive no later than 
the 10th working day of the month succeeding the month covered by the 
report. 


(4) Preparation Instructions: 


(a) Columns D and EF. For each entry in Column A, there must be 
corresponding entries in columns D and E. Each purchasing office will 
report consistently on all reports either by PD (procurement directive) 
or IFB (invitation for bid). 

(b) Columns G,H,I,and J. If data are not available at time of sub- 
mission of initial report, they will be supplied on subsequent reports— 
repeating the data previously reported in columns C, D, and E. Extra 
sheets may be used, properly captioned, if required. 

(c) Column J. Indicate quality of performance—e. g., “in accord- 
ance with terms of contract,” “deliquent in delivery schedule,” “financial 
instability,” ete. 
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(a) Line 6. Obtain data from line 16 of preceding report. 

(e) Line 9. Sum of lines 7 and 8. 

(f) Line 10. Enter number of procurements changed in each cate- 
gory in the appropriate parentheses, and enter the total number and 
net value in columns K and L. Entries in revised (plus or minus) do 
not affect column K but should be reflected dollarwise in column L. 

(yg) Line 11. Sum or difference of lines 9 and 10, 

(h) Line 12. Sum of lines 6 and 11. 

(i) Line 15. Sum of lines 13 and 14. 

(j) Line 16. Line 12 minus line 15. 

(k) Line 17. Line 6 minus line 16. 

(1) Line 18. Corresponds with line 1, column A and line 1, Column 
C of DA Form 377 (Report Control Symbol CSGLD-534 (R1)). 

(m) Line 19. Line 18 minus line 15. 


b. Small Business Administration Statistics and Information. Copies of Small 
Susiness Administrative statistics and information which are furnished the 
purchasing office by the Small Business Administration will be forwarded to 
the Senior Small Business Specialist of the Procuring Activity (e. g., Small 
Business Administration Form 70, Certificates of Competency, etc.) for his 
information and analysis. 

c. Release of Information and Statistics by the Department of the Army. 
Release of information and statistics to other than authorized Department of 
the Army personnel will be made in accordance with current policy. When 
request is made through the prescribed channels, information and reports com- 
prising regularly compiled data concerning small business activities may be 
released to the Small Business Administrator. 

30-714 OPERATIONAL PROCEDURES. The policies and procedures herein pre- 
seribed do not in any way alter the present policy on methods of procurement 
(APP 30-103). Therefore, if formal advertising is determined by the Contract- 
ing Officer to be the appropriate method to utilize for a particular procurement, 
invitations for bids will be issued and awards made in precise accord with 
the provisions of section II, ASPR, and this Procedure, pertaining to formal 
advertising. In the implementation of the policies stated herein, Contracting 
Officers are cautioned not to engage in the practice of inviting bids for formally 
advertised procurement and then rejecting all bids and resorting to negotiation ; 
for, in so doing, bidders would quickly lose confidence in the competitive bid 
system. Special care will be exercised to the end that small business concerns 
whose names appear on the appropriate bidders’ lists will receive an opportunity 
to participate. : 

a. Sereening of Procurements. The purchasing offices, through the Small 
Business Specialists or other designated representatives of the chiefs of the 
purchasing offices will afford the Small Business Administration representatives 
assigned to such offices an opportunity to jointly screen all procurements prior 
to issuance.of invitations for bids or requests for proposals of $10.000 and over, 
except— 


(1) Procurements classified CONFIDENTIAL or higher. 
(2) Procurements of an emergency nature. 


Thereafter, the Contracting Officer will be advised by the Small Business 
Specialist or other designated representative— 


(a) Whether a particular procurement is suitable for performance 
by small business concerns ; 

(b) The minimum percentage of a particular procurement found 
suitable under (@) which the Contracting Officer will endeavor to place 
with small business concerns. 


While emergency purchases and classified procurements are excluded from the 
screening process, the Contracting Officer will inform the Small Business Ad- 
ministration representative, upon request, of the nature of the emergency, and 
in all cases will endeavor to secure small business participation when the 
procurements are suitable for performance by small concerns. In cases where 
there is no Small Business Administration representative assigned to a field 
purchasing office, the Small Business Specialist will screen procurements and 
Small Business Determinations will be executed where appropriate. 
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b. Determinations for Small Business (Joint Determinations and Small 
Business Determinations). 
(1) At Department of the Army purchasing offices. 
(c) Where the Small Business Administration has a representative 
| assigned full time, only Joint Determinations will be made, except in 
those cases where the Department of the Army Smal! Business Specialist 
feels that a determination for small business should be made, although 
the Small Business Administration representative has not requested a 
joint determination. In such cases the Department of the Army Small 
Business Specialist wil! initiate a request for a Small Business Determi- 
nation ; 

(b) Where the Small Business Administration has a representative 
on a part time basis, a workable arrangement will be made between the 
purchasing office and the Small Business Administration Representative 
for joint screening for the purpose of making joint determinations. (On 
those occasions when the Small Business Administration Representative 
is not available for joint screening, the Department of the Army Small 
Business Specialist will initiate the screening and requests for Small 
Business Determinations. ) 

(c) Where the Small Business Administration does not have a repre- 
sentative assigned, the Department of the Army Small Business Spe- 
cialist will perform the screening process and initiate Small Business 


' 

i 

| Determinations. 

(2) One hundred percent joint determinations, on either formal adver- 
tising or negotiated procurement, may be entered into by a Contracting 


Officer when he is satisfied that there will be sufficient responsive bids or 

proposals from small business concerns to assure adequate competition and 
a fair price to the Government. In cases where 100 percent determinations 
are not considered advisable, partial determinations may be executed in 
appropriate cases. In connection with a proposed partial determination, 
the Contracting Officer will determine the quantity which, because of manu- 
\ facturing processes, would be a minimum economical production run and 
which would probably yield the most favorable price. The proposed pro- 
curement must involve at least two such quantities in order to permit the 
execution of a partial determination. 

(3) Contracting Officers shall not consider any one of the following 
factors in itself as constituting a complete and valid reason for rejection of a 
joint determination initiated by the Small Business Administration repre- 
sentative : 

(a) The fact that a large percentage of previous procurements of the 
item in question have been placed with small business concerns. 
(b) The item to be purchased is on a planned procurement list or 
under a production allocation program. In such cases— 
1. Partial joint determinations are permissible when appropriate, 
and 
2. One hundred percent joint determinations are permissible 
when the following conditions exist: 
(a) All planned producers are small concerns, or 
(b) It has been confirmed that large planned producers do 
not desire an opportunity to compete for the procurement in 
question. 

(c) The item to be purchased is on a Qualified Products List. In 
such cases, a 100 percent or partial joint determination is permissihle 
and should be given consideration respectively when — 

7. Only small firms are on the list, or 

2. Both large and small firms are on the list. 
Every opportunity should be given to small as well as large firms to 
qualify their products, but no procurements should he delayed pending 
qualification of products. 

(d) The item or service to be procured is available from only one 
known source. 

In such cases, a joint determination is permissible when “sole source” is 
a small concern. It is recognized that a joint determination is manifestly 
inappropriate where there exists a justifiable “sole source” other than a 
small business. However, contracting officers should carefully scrutinize 


ee 
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sole source procurements to determine in each case that a justifiable -sole 
source is in fact involved. In these instances, -efforts should be made to 
develop further qualified sources using any appropriate means, including 
the assistance of the Small Business Administration, but sources will not be 
confined to small business concerns exclusively, 

(4) The Contracting Officer will endeavor to allow a minimum of 30 
days from date of issue of IFB or Request for Proposal to opening or 
closing date on all procurements. A shorter time than 30 days, however. 
will not in itself be an acceptable reason for rejecting a joint determination. 

c. Joint Determination. (APP 30-7021.) Joint determinations will not be 
made with respect to general classes of items but will be limited to individual 
procurement actions which are expected to involve an expenditure of $10,000 
or more. In the course of screening the Small Business Administration Rep- 
resentative may initiate action for a joint determination in accordance with 
criteria set forth in section 214 of the Small Business Act of 1953, and the 
official designated by the purchasing office shall promptly (i) concur in the 
written recommendation of the Small Business Administration Representative 
or (ii) disapprove, stating in writing his reasons for disapproval. The Small 
Business Administration Representative will be permitted to appeal any such 
disapproval, within 2 full working days to the chief of the purchasing office 
or his designee, whose decision shall be final. Such joint determination may 
apply to all or a percentage of a single procurement. Joint determinations 
shall be binding on Contracting Officers, and such procurement or specified 
percentage thereof must be placed only with Small Business concerns, except 
as provided in e below. 

d. Small Business Determinations. (APP 30-7021.) In the event a Small 
Business Administration Representative is not assigned to a field purchasing 
office or Small Business Administration personnel do not otherwise request 
that a joint determination be entered into, the Small Business Specialist as- 
signed to the field purchasing office will initiate action for a Small Business 
determination regardless of size of procurement, in the same manner and 
subject to the same provisions as set forth in b above. 

e. Withdrawals of Determinations. If in the light of the facts and circum- 
stances existing at the time of the placement of the contract the contracting 
officer considers that a contract cannot be made with a Small Business con- 
cern without detriment to the Government’s interest (for example, because of 
unreasonable price, unsatisfactory delivery schedule, insufficient capacity, lack 
of technical ability to produce, etc.), the Contracting Officer may request with- 
drawal of the determination. In the case of a joint determination, if the 
Small Business Administration Representative does not agree, the matter shall 
be referred to the chief of the purchasing office or his designee, whose decision 
shall be final, unless the chief or his designee decides to refer the matter to 
higher authority, in which event the decision of higher authority shall be final. 
A signed memorandum record of the withdrawal of any determination will be 
made and retained as a part of the specific procurement files. 

f. Procurements Involving a 100-Percent Determination. Procurements in- 
volving a 100-percent determination may be entered into by means of regular 
negotiation procedures or by a method of negotiating to be known as “Small 
Business Restricted Advertising.” Small Business restricted advertising, in- 
cluding awards thereunder, will be conducted under procedures prescribed for 
formal advertising under section II, ASPR, except that bids and awards will 
be restricted to Small Business concerns and the contract shall be awarded 
pursuant to the authority of section 2 (c) (1), Public Law 413, 80th Congress, 
as well as section 214, Public Law 163, 88d Congress. Where regular negotia- 
tion procedures are utilized to effect the procurement, competition and wide- 
spread publicity will be used to the fullest extent: practicable and due con- 
sideration shall be given to placing procurements, without detriment to the 
Jovernment, with qualified small concerns in need of business as arainst small 
eoncerns having ample workload. Each invitation for bid (request for pro- 
posal) issued in connection with a proposed procurement which has been ear- 
marked for Small Business concerns will contain substantially the following 
clause : 


NOTICE TO PROSPECTIVE BIDDERS 


“The Small Business Administration and the Contracting Officer have 
jointly determined, in accordance with the criteria set forth in section 214, 
Public Law 163, 88d Congress, to award this procurement to a small business 
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concern. Therefore, bids (proposals) under this procurement are restricted 
to small business concerns, and awards will be made to the small business 
concern submitting the lowest responsible bid (proposal) conforming to 
the invitation, price and other factors considered. (The Department of 
Defense defines small business as any concern which, including its affiliates, 
employs in the aggregate, fewer than five hundred employees.) The right 
is reserved to reject any bid (proposal) when it is in the interest of the 
Government to do so. Bids (proposals) received from firms not classified 
as small business will be considered as non-responsive.” 


In cases when a Small Business determination has been made the first sentence 
in the above: * * * “The Small Business Administration and the Contracting 
Officer have jointly determined * * * to award this procurement to a small 
business concern.”, will be deleted and the following substituted : 


“A small business determination has been made (in accordance with 


current regulations) that this procurement will be awarded to a small 
business concern.” 


Where bids are received from large business at prices lower than those quoted 
by Small Business, it may be an indication that screening for susceptibility of 
the procurement from small business was not as complete as it should have 
been. Such bids by large firms will be regarded as courtesy bids and will be 
considered nonresponsive. Records of such lower bids from large business 
should be maintained at the purchasing office for use in determining the pro- 
priety of executing determinations in connection with future procurements 
of the same or similar items. Although APP 30-7l4e permits withdrawal of 
a determination due to unreasonable price, all purchasing offices should only 
enter into 100 percent determination after careful consideration of all the 
factors involved, including the possibility of a bid or proposal from a large 


firm substantially lower than any which could be received from a small 
business. 


g. Procurements Under Partial Determination. 


(1) When a determination for a stated percentage of less than 100 
percent is entered into (APP 30-714) (2) ) in conjunction with a procurement 
to be effected by formal advertising conducted pursuant to section 3 of the 
Armed Services Procurement Act, the percentage under partial determination 
will be negotiated. In situations in which such a stated percentage is so 
used, the following procedure will be followed : 


(a) A notification to prospective bidders, stipulating that a portion 
of the procurement will be exempted for procurement from small business 
firms, will be included in the invitation for bid and be synopsized. It will 
contain the following statement: 


NOTICE TO PROSPECTIVE BIDDERS 


“Negotiation for award of the exempted portion of this procure- 
ment will be conducted only with responsible small firms who sub- 
mit responsive bids on the advertised portion at a unit price within 
120 percent of the highest award made.” 


(b) Invitations for bids or requests for proposals will be issued, ex- 
cept for the portion exempted for Small Business. These invitations 
for bids or requests for proposals will be issued to both large and small 
business firms and only those. small business firms who then bid on this 
advertised portion at a unit price not in excess of 120 percent of the 
highest award made or not in excess of 120 percent of the fair and rea- 
sonable price as determined by the Contracting Officer will be considered 
eligible to participate in the negotiation of the portion exempted under 
the partial determination. Care must be exercised that a sufficient 
number of small business firms are included on the bidders’ list to insure 
placement of the portion exempted under the partial determination for 
small business. 

(c) After opening of bids, the portion exempted for small business 
will be negotiated with eligible small business firms— 

(i) At a unit price equivalent to the award price under the invi- 
tation for bids or requests for proposals, when the award(s) is 
(are) for a single price; 
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(ii) At a price determined by the Contracting Officer to be fair 
and reasonable but in no event at a unit price higher than the 
highest price of an award made under the invitation for bids when 
the award(s) is (are) at multiple prices. In the absence of changes 
in market trends and other factors requiring consideration, the 
Contracting Officer shall use for such fair and reasonable price the 
weighted aveeage. The weighted average shall be ascertained by 
adding the total dollar amounts of all awards under the advertised 
portion and then dividing such grand total by the total number of 
units included in all awards under the advertised portion. 

(d) In conducting negotiations for the exempted portion of the 
procurement, it is permissible to reveal only the total price(s) of the 
contract(s) awarded on the unexempted portion. 

(e) In cases where no small business firm submits a proposal on the 
portion to be negotiated with small business, or cannot meet the price 
determined in accordance with (0) above, the determination is auto- 
matically dissolved and the procurement may be negotiated with the 
successful bidder(s) on the portion not exempted provided there is a 
reasonable assurance that a better price cannot be obtained by read- 
vertising or reopening negotiations with all interested firms for the 
entire remaining quantity to be procured. 

(2) When a determination for a stated percentage of less than 100 
percent is entered into in conjunction with a procurement to be effected by 
negotiation conducted pursuant to section 2 (c) (1) of the Armed Services 
Procurement Act, the procurement will be handled in the same manner as 
procurements under (1) above, except that the portion not exempted will be 
negotiated instead of formally advertised. Care must be exercised that 
sufficient Small Business sources are issued requests for proposals for the 
portion not exempted to insure competition for the exempted portion. In 
conducting negotiations for the exempted portion, cost or other pricing data 
pertaining to the award of the portion not exempted will not be divulged. 

h. Form. The following form of determination is recommended for use with 
‘oth joint determinations and small business determinations. 





1. In accordance with the provisions of section 214, Public Law 163, 83d 
Congress, it is hereby determined (use “jointly determined” in case of joint 
determination) : 

( ) a. To be in the interest of mobilizing the Nation’s full productive 
capacity. ; 

( ) Bb. To be in the interest of the national defense program to ear- 
PRN tee % of the attached procurement No, __---~ with small business 
concerns only and to award to a small business concern or concerns the 
portion of the attached procurement so earmarked. 

( ) ec. Reasons for entering into above determination: 


SBA Representative Military Representative 
(In the case of small business determination, substitute “Small Business 
Specialist” ) 


2. Statement by military representative (if rejection) : 


Date Signature 
WITHDRAWAL OR MODIFICATION 


4. Statement of reasons by military representative for requesting with- 
drawal or modification of the Small Business Determination (or Joint 
Determination) : 

Approved :_......4ac:h-saealagd 0 acre 01 7RRINO SG is cities os ie 
Military Representative Military Representative 


‘ Date Signature 
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30-715 CERTIFICATES OF COMPETENCY. 

a. Authority. Authority of the Small Business Administration to issue 
certificates of competency is contained in Public Law 163, 83d Congress (APP 
30-702@). 

b. Issuance of Certificates of Competency. The Small Business Administra- 
tion has the authority to certify the competence of any small business concern 
as to capacity and credit. Prior to making certifications, the Small Business 
Administration will obtain and consider such technical and financial informa- 
tion concerning any such firm as may be reasonably available from the purchasing 
office. Certifications as to financial competency reflect the judgment of Small 
Business Administration that the Government will not be taking an unreason- 
able risk of an unsatisfied judgment in the event of default, although it is 
not implied that the possible future claims by the Government will be fully 
satisfied. Contracting officers will accept certificates of competency from Small 
Business Administration as conclusive without requiring the meeting of any 
other requirement with respect to capacity or credit. 

c. Meaning of Certificate of Competency. The following is a brief summary 
of Small Business Administration’s understanding of the meaning of these cer- 
tificates and the matters upon which they must be satisfied before they issue 
one. 

(1) Capacity. With respect to capacity, Small Business Administration’s 
certificate means that the concern or group of concerns certified has the 
technical ability, managerial and operational supervision, and that it pos- 
sesses the necessary equipment, facilities and qualified craftsmanship to 
perform the contract according to its terms. Further, that it will be able 
to perform according to the specification and in conformity with the 
productivn and delivery schedules set forth in the contract. 

(2) Credit. As to credit, Small Business Administration’s certificate 
means that credit factors will not interfere with complete and timely per- 
formance. It means that Small Business Administration is satisfied, that— 

(a) The concern can finance all costs of performance out of its own 
funds; or 

(b) It cannot do so, but the outside financing from private sources 
will be available; or 

(c) Outside financing is needed and is not available from private 
sources but will be made available by the Small Business Administration. 

. Appeals Procedure. 

(1) In the event that the Contracting Officer questions the issuance of a 
proposed Certificate of Competency after complete interchange of informa- 
tion, he will so notify the representative of the Small Business Administra- 
tion, stating his reasons, and request that the Administrator, Small Business 
Administration, consider nonissue or withdrawal of the certificate, and that 
the Contracting Officer be notified in writing of the action taken. 

(2) In the further event that nonissue or withdrawal of the certificate 
is declined by Small Business Administration and a certificate is issued. and 
the Contracting Officer then determines that acceptance would not be in the 
best interest of the Government the following procedure will be followed: 

(a) The Contracting Officer will withhold award of the contract, 
pending decision by higher authority. 

(b) The Contracting Officer will promptly forward to the Head of the 
Procuring Activity a written request for withdrawal of the certificate. 
This request shall be supported by a complete statement of the facts 
leading to the Contracting Officer’s determination that the certificate 
should not be applied. 

(c) The Head of the Procuring Activity, if supporting the Contract- 

ing Officer, will refer the request to the Office of the Deputy Chief of 
Staff for Logistics. 

(3) A preaward survey is still required and awards can only be made 
in accordance with ASP 1-307 and APP 1-357 except as amended by the 
Small Business Act of 1953 (APP 30-702¢). 

. Notification to Small Business Administration. 

(1) Policy. Contracting officers will advise Small Business Administra- 
tion Representatives with respect to small firms which, in spite of having 
submitted otherwise acceptable bids or proposals that would normally place 
them in a position to receive an award, have been found deficient as to 
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capacity and/or credit, and or this reason contemplated awards to such 
small business firms are being or may be withheld. Based upon this notifi- 
eation the Small Business Administration may, after their own investigation 
and evaluation, issue a Certificate of Competency. Unless a Certificate of 
Competency is received by the purchasing office within 10 working days after 
receipt by Small Business Administration of the Contracting Officer’s advice 
on a specific small business firm, it will be assumed by the purchasing office 
that no certificate will be issued and the Contracting Officer will make 
award in accordance with normal procedures. Upon request, Small Business 
Administration Representatives will be supplied with all reasonably avail- 
able pertinent information developed by or known to the purchasing office 
with respect to the small business firm under consideration. Such informa- 
tion shall be furnished solely by the purchasing office. 
(2) Application. 


(a) This procedure will not apply to proposed awards of less than 
$1,000. 

(b) This procedure may be utilized by the contracting officer on pro- 
posed awards of $1,000 and over and less than $10,000 at his option. 

(c) This procedure will be followed on proposed awards of $10,000 
and over. 


f. Termination for Default. No contract involving a certificate of competency 
issued by Small Business Administration will be terminated for default without 
prior administrative approval of the Head of the Procuring Activity, due to the 
fact that another Government agency is involved. 

30-716 DISAGREEMENTS REGARDING POLICIES AND PROCEDURES. Disagreement in 
matters of procedure or basic intent of the foregoing should be settled with 
Small Business Administration Representatives at purchasing office or inter- 
mediate command levels. Where agreement cannot be reached, the matter will 
be referred to the Deputy Chief of Staff for Logistics, Attn: Chief, Purchases 
Branch, through channels. 

30-717 Derense Propuction Poois. The statement of principles and proce- 
dures contained herein are applicable to small business production pools approved 
by the Small Business Administration as well as to the defense production pools 
previously approved by the Defense Production Administration (DPA), both of 
which will be referred to simply as production pools. 

a. Contracting Officers shall use the following statement of principles for 
guidance in contracting with approved production pools: 


(1) Definition. A production pool consists primarily of a group of-manu- 
facturing concerns having among themselves production facilities, whose 
owners have associated together for the purpose of obtaining and performing 
jointly or in conjunction with each other, contracts for the production of 
articles, equipment, supplies, and materials and the furnishing of services 
for defense use, and who have agreed among themselves concerning their 
organization, relationship and procedure, and which has been approved as a 
production pool in accordance with the Defense Production Act of 1950, 
as amended (and/or the Small Business Act of 1953). 

(2) Exemption from Federal Anti-Trust Laws and Walsh-Healey Act. 
Approved production pools have been granted certain privileges including (i) 
immunity from possible prosecution under the Federal Anti-Trust Laws 
and the Federal Trade Commission Act to the extent that the operations of 
such pools are held within the limits of the voluntary program approved by 
Small Business Administration and (ii) exemption from the requirement 
to conform to the definition of “manufacturer” or “regular dealer” in section 
1 (a) of the Walsh-Healey Act, as set forth in ASPR 1-201.9. In all other 
respects, however, financial responsibility and performance capability of 
the production pool will be determined as for any contractor in accordance 
with established procedures. 

(3) General Policy. It is the general policy to conduct business with pro- 
duction pools on the same basis as with all other bidders or contractors. Pools 
will neither be discriminated against nor favored over other bidders solely 
by reason of the form of their organization. In the case of all other po- 
tential suppliers, pools will not be relieved of the burden of actively seeking 
Government contracts nor of being competitive price-wise. ; 

(4) Determination of Status. It is the responsibility of the Contract- 
ing Officer to determine that a group of firms seeking to do business with the 
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Government is an authorized production pool. In the absence of an approved 
list published by the Department of the Army, or publication of notice in 
the Federal Register, of the approval of a production pool by Small Busi- 
ness Administration, such pool shall be required to enclose a photostatic copy 
of its notification of approval when applying for inclusion on appropriate 
bidders’ lists. 

(5) Solicitation of Bids and Quotations from Pools.—Upon request of 
a duly authorized production pool, in the form required for all persons and 
firms, the production pool shall be placed on appropriate bidders’ lists. 
Invitations for bids and requests for proposals shall be furnished to produc- 
tion pools on an appropriate bidders’ list for a specific item or group of items. 
Each production pool will normally be considered as one source of supply, 
irrespective of the number of its members, and will be generally furnished 
with one set of IFB’s or request for proposal form. However, membership 
in a pool shall not of itself preclude individual members from being placed 
on bidders’ lists for which they are individually qualified nor from bidding 
on appropriate procurements. 

(6) Procurement of QPL Products. A Defense Production Pool may 
participate in Qualified Products List (QPL) procurement by submitting 
bids thereunder provided, however, one or more of the members of the pool 
has QPL approval for the product and, provided further, such qualified 
members can otherwise meet requirements as to deliveries, ete. In such cases 
the pool should, at the time of submitting its bid, identify the qualified mem- 
bers and the quantities of the product to be supplied by each qualified member 
under the proposed contract. Members of the pool who do not have products 
on the QPL will not participate in the particular QPL product procurement. 

(7) Award of Contracts. 

(a) Bids and quotations submitted by production pools will be ana- 
lyzed pursuant to the same procedures and principles which pertain to all 
other prospective contractors. 

(b) Approval of an organization as either a defense production pool or 
a small business production pool does not automatically confer upon such 
pools the preferences and privileges normally accorded to ‘“Small Busi- 
ness” concerns. Such consideration shall be acccorded only to those 
production pools which have also been designated as “Small Business” in 
accordance with the criteria set forth in APP 30-702). 

(c) Where the pool will substantially perform a contract in plants 
located in areas of labor surplus, the preferences granted to contractors 
performing work in such areas will be applied to the award of the 
contract. 

(d@) Small Business Administration or Defense Production Adminis- 
tration approval of a production pool. shall not relieve the Contracting 
Officer of the responsibility for determining the financial and technical 
ability of the contractor, whether it be a pool or a member thereof, to 
perform the contract. Before awarding a contract, to a pool, the 
Contracting Officer will assure himself that: 

(i) There will be performance, both as to quality and delivery. 
Preaward surveys will be conducted with respect to determining a 
pool’s capability of performance in the same manner as for any 
other contractor. In order to assure the uninterrupted production 
of the manufacture of supplies or the furnishing of services to be 
undertaken by a pool, the financial resources to be employed in or 
available for the performanace of the contract will be examined 
just as in the case of an individual contractor, to determine whether 
they are sufficient to give reasonable assurance of satisfactory 
performance. 

(ii) The pool agreement adequately binds each participating 
member who agrees to undertake part of the work on a contract to 
comply with his obligation. 

(8) Harecution of Contracts with Pools. Contracts awarded to produc- 
tion pools normally will be made in the name of the production pool. A 
written statement will be submitted by the pool, signed by each member of 
the pool who is to participate in the performance of the Government contract, 
and will be appended to the contract certifying to current membership in the 
pool and contain a guarantee or other assurance by each signatory firm that 
it will satisfactorily perform its allotted portion of the contract and set forth 
the extent of each participant’s financial liability to the pool for such per- 
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formance. If the terms of the pool agreement provide for a member to enter 
into a contract in the name of the member, there shall be submitted with the 
bid a copy of said pool agreement, together with evidence of specific authori- 
zation of the individual member to so act, and the contract may be executed 
in the name of the individual member who in so doing will be required to 
assume full responsibility for performance of the contract. 

b. The defense production pools which have been approved by the Small 

Business Administration are— 




















Name and address Status Designation 
Omaha Industries, Inc., 1302 Farnam Street, Omaha 2, Nebr_.......-- Active......| Small business, 
Coordinated Manufacturers of Santa Clara County, Inc , 65 Scharif | Standby---_| Do. 
Avenue, San Jose, Calif. | 
Greater New York Manufacturing Poo!, 280 Lexington Avenue, New ---|--..- do___.--| Do. 
New York, N. Y. 
Peoria Consolidated Manufacturers, Inc., Office of the Trustee, 109 |_.._. a antl Do. 
South Frist Street, Monmouth, Ll. 
Central California War Industries, Inc., 106 North First Street, Fresno, |_....do.__._- Do, 
Calif. 
Tilinois tar Defense Pool, Inc., 6242 South Western Avenue, |_...- ee Do, 
Chicago, Il. 
Dade County Industries, Inc., Machine Co., Inc., 105 N. W. Fifth |_..-- ere Ek Do. 
Street, Miami, Fla. 
Small Manufacturers Cooperative, 749 Myrtle Avenue, Bridgeport, | Active.--.-.. Do, 
Conn. 
Specified Finishes, Inc., 345 North Western Avenue, Chicago, Il__---- Standby ---_- Do. 
Florida Wood Co-Operative, 139 N. E. First Avenue, Miami 34, Fla__|_-.__- Des wee Do, 
Mil-Fin, Inc., East Water Street, Waukegan, Ill -_...._.....-..__----]_-_-- | ada Do. 
Consolidated Industries Defense Production Pools, Inc., 745 Fifth |___-- do Do 
Avenue, New York 22, N. Y. 
Engravers Production Group of New York, 119 West 57th Street, New |.....do.--_.- Do. 
York 19, N. Y. 
Woodworking Defense Production Pool of New York Area, 119 West |_-_-- Gers... Do. 
57th Street, New York 19, N. Y. 
Mee Products Co. Production Pool, Craighead Street, Nashville, |-...- epee Do. 
enn. 
Ceaerel a Production Pool, Inc., 1218 West Garfield Street, | Active......| Large business, 
Vabash, Ind. 
National Production Pool, 161 Grand Street, New York, N. Y_.----.-- Standby--...| Small business. 
Tri-State Defense Industries, Inc., 171 Madison Avenue, New York, | Active--.__-- Do. 
a. ey 
Wisconsin Manufacturers’ Defense Pool, Inc., 1303 North Fourth | Standby---- Do. 
Street, Milwaukee, Wis. 
Antico Pool, 212 Concord Street, DCRR OG Wien occa ts sawce ae Active. _._-.- Do. 
Burlington Industries Pool, 100 Lafayette Street, Riverside, eas Standby - -_- Do. 
Small Plants Associates of Philadelphia, c/o The F. H, White Co., 40 |--.-.do_...-.- Do. 
North Sixth Street, Philadelphia 6, Pa. 
Albuquerque Production Pool, Inc., 30234 Central Avenue SW., |-.--.do__---- Do. 
Albuquerque, N. Mex. 
hay Facilities, Inc., 2840 Fourth Avenue South, Minneapolis, | Active--._-- Do. 
inn 
Allied Specialties Co., 1534 Pratt Street, Philadelphia 24, Pa-_-_- Sis te ca diets Do. 
United Western Manufacturers, Inc., 301 East Regent ‘Street, Ingle- SLUG Js! Do. 
wood 1, Calif. 
Wyoming Valley Manufacturers Pool, Inc., Trucksville, Pa_.--....---|---- ern | Do. 
Allied Construction Contractors, 105 Earl Avenue, Joliet, Ti. Se a oo Do. 
Gulf Coast Production Pool, 611 Industries Building, New Orleans, La.) | 6 eee Do. 
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{Enclosure 2 to letter to Congressman Mutter} 


Department of the Army obligated procurement* 1st 7 months fiscal year 1954 
(July 1, 1954 to Jan. 31, 1955) 


I, TOTAL OBLIGATED PROCUREMENT 


















Percentage | Dollars 








I. Total obligated procurement... 












lta | (a2) 109 percent $2, 591, 383. 000 

A. Zoemally edvertieed ...... .- azestieuss - sera (5) 25.3 percent of (@)_.--.- 655, 638, 000 

1. Scpopiate of accomplishment by small | (c) 88.6 percent of (6)-_ _-. 580, 637, 000 

yusiNess 

2. Actually awarded to small business____-_- (d) 70.4 pereent of (c), 62.4 408, 971, 000 
pereent of (b). | 

B. Negotiated (e) 74.7 percent of (a).......| 1, 985, 745, 000 

1. Susceptible of accomplishment by smal | (f) 45.8 percent of (e)-.-.. wc 692, 224, 000 
business. | 

2. Actually awarded to small business_.-_- (g) 65.9 percent of (f), 23.6 | 455, 942, 00 


percent of (e). | 





Il. TOTAL NUMBER OF ACTIONS 












Percentage Number 





Il. Total number of actions_-____--_- apes ue} VET 





(h) 100 percent. . 










| 822, 452 

A. Formally advertised ____- (i) 6.7 percent of (h)__._.___| 55, 204 

1. Susceptible of accomplishment by small (j) 98.5 percent of (i) 97, 448 
business. 

2. Actually awarded to small business____- (k) 86.2 percent of (j), 85 46, 958 

percent of (#7). 

B. Negotiated. ___........- (2) 93.3 percent of (h)__.__- 767, 158 

1. Susce ptible of accomplishment by small (m) 99.3 percent of (J)... -.- 761, 560 
business. 

2. Actually awarded to smal] business____. (n) 78.5 percent of (m), 597, 696 






77.9 percent of (2). 











Ill. PROCUREMENT BY MAJOR PROCURING ACTIVITY 



























: 4 | Percent of 
ses | Total procure-| Susceptible | Awarded | (3) awarded 

Activity ment small small | to email 

business business business 

(1) (2) | (3) | (4) (5) 
| 

Cnn oe $1, 197, 807,000 | * $15,025,000 | $79, 470, 000 69. 1 
CIS cnt sndevvaws ncaa datiedibneas 515, 475, 000 473, 040, 000 | 297, 181, 000 62.8 
id chad ncaa pennuntiacanicceteasnnied 532, 302, 000 460, 399, 000 | 326, 446, 000 70.9 
NR isc cscecasacinstsenuagecsiocsas 120, 327, 000 | 43, 287, 000 25, 753, 000 50.5 
BR ia letnkdskhonnampindtaadgencdenee 22, 307, 000 13, 764, 000 10, 335, 000 75.1 
RENN. Ss sic denckbeadenedeass | 39, 052, 000 34, 396, 000 | 27, 103, 000 | 78. 8 
RAR Seen c cc hncs cctetpadiena-alaeeneue os 21, 736, 000 10, 896, 000 | 7, 226, 000 66.3 
SE Ti Bid chic ncgtins cnt enews 141, 377, 000 122, 054, 000 | 91, 399, 000 74.9 













IV. SUMMARY 











Percentage { Dollars 





A. Total obligated procurement._...................__-.. | (a) 100 percent 
B. Total susceptible of accomplishment by small business_| (6) 49.1 percent mee... -... 
C. Actually awarded to small business__........._..-.._-- | (c) 33.4 percent of (a) 


sinciilad . 2, 591, 383, 000 
1, 272, 861, 000 
864, 913, 000 











1 (1) New procurement only. 
(2) Does not include interdepartmental or interservice procurement 


V. ESTIMATED FIRST TIER SUBCONTRACT PROCUREMENT TO SMALL 
BUSINESS 


[Percentage arrived at from S. Rept. 206, dated Apr. 28, 1953, using only those companies 
with whom Department of the Army has as large prime contractors] 


A. Prime contracts awarded to large business__.........-....._______ $1, 726, 470, 000 
B. First tier subcontracts let by large business to small business_______- 328, 030, 000 
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VI. TOTAL SMALL BUSINESS a FIRST 7 MONTHS FISCAL YEAR 


A. Total Department of the Army obligated procurement '_ $2, 591, 383, 000 
1. Prime contracts screened for susceptibility of 
accomplishment by small business (49.1 


mereemt 00 AD 6 Seseciciesieicthetbenntat battle 1, 272, 861, 000 
2. Prime contracts awarded to small business 
(33.4 percent of A or 68 percent of 1)_-----.-_-__-.-_... $864, 913, 000 


8. Prime contracts screened for susceptibility of 
accomplishment by small business but not 
awarded to small business (15.7 percent of 


A or 33 peséeetet 3) =... 2-8. $407, 948, 000 
4. Prime contracts awarded to large business 
(68.6 QeReeRE WE AY. k ee Las 1, 726, 470, 000 
5. First tier subcontracts ny, by large business 
with small business firms (12.7 percent of A, 
SO ES crtcin ie cmc anicnmisinsdnnceen bck aicisimnicgm 828, 030, 000 
Prime contracts plus estimated first tier subcontracts____~- 1, 192, 943, 000 


1(1) New procurement only. 
(2) Does not include interdepartmental or interservice procurement, 


Nots.—46.1 percent participation by small-business firms, 





Number 


Dollar value | Percentage | ofactions Percentage 





| 











(a) Awarded by negotiation...-} 1, 935,745,000 | 75 percent_----.--- 767, 158 | 93 percent. 
(b) Awarded by formal adver- 655, 638,000 | 25 percent......--- 55, 294 | 7 percent. 
tising. 
Il. (a) Total new procurement. ..----- 2, 591, 383,000 | 100 percent.......- 822, 452 | 100 percent. 


(6) Total suitable forsmallbusiness_| 1, 272,861,000 | 49 percent of (a) 

(c) Total awarded to small business: 864, 913,000 | 33 percent of (a)_--| 644, 654 
68 percent of (6) .... 

(1) Negotiated-..........- ‘ 455, 942,000 | 53 percent of (c).__| 597, 696 

(2) Formal advertising -- .-- 408, 971,000 | 47 percent of (c)__- 46, 958 


78 percent of (a). 


93 percent of (c). 


| 
2 Soe ee 
I. Total new procurement_-__.......-- $2, 591, 383,000 | 100 percent__------ 822, 452 | 100 percent. 
7 percent of (c). 
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SUB-CONTRACTING CLAUSE 


UTILIZED IN EVERY CONTRACT OVER $5000 WHERE PRACTICAL ~ 
ASPR 7-104.14 


UTILIZATION OF , 


(A) IT IS THE POLICY OF THE GOVERNMENT AS DECLARED BY THE CONGRESS 
TO BRING ABOUT THE GREATEST UTILIZATION OF SMALL BUSINESS CONCERNS 
WHICH IS CONSISTENT WITH EFFICIENT PRODUCTION. 


(B) THE CONTRACTOR AGREES TO ACCOMPLISH THE MAXIMUM AMOUNT OF 
SUB-CONTRACTING TO SMALL BUSINESS CONCERNS THAT THE CONTRACTOR 


FINDS TO BE CONSISTENT WITH THE EFFICIENT PERFORMANCE OF THIS 
CONTRACT. 
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[Enclosure 3 to letter to Congressman Multer] 


[Enclosure 4 to letter to Congressman Multer] 


December 16, 1954 
Number 4100.10 


DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Revised Department of Defense Small Business Policy. 
Reference: (a) Directive 4100.10, Revised Department of Defense Small Business 
Program, 8 September 1952. 


I, PURPOSE 


The purpose of this Directive is to establish a more comprehensive and more 
effective Department of Defense Small Business Program. 


II, CANCELLATION 


Reference (a) listed above is cancelled. 


Ill, DEFINITIONS 


A. A small business concern is one which, including its affiliates, employs, in 
the aggregate, fewer than 500 persons. This definition shall be in effect for all 
procurement matters and those directly related to procurement, subject te 
modification by the Small Business Administration. 

B. An “established supplier” for an item is a concern which is a “source cf 
supplies” as defined in ASPR 1-201.9 and which has supplied the item satis- 
factorily to one or more military departments; or one with which mobilization 
planning is in effect. 

C. A “potential supplier” of an item is a concern which is a “source of supplies” 
as defined in ASPR 1-201.9 and which is considered to be technically and 
financially competent to supply the item, but which is not an established supplier. 

D. A “fair proportion of the total purchases and contracts for supplies and 
services for the Department of Defense to be placed with small business concerns” 
is defined as that proportion which small business concerns can win in open 
competition, provided they are given an equitable opportunity to compete. 

E. An equitable opportunity to compete (with respect to the competition by 
small business firms for Defense procurement of an item, the bidders’ mailing 
list for which contains the names of established or potential small business 


suppliers) is defined as that opportunity which exists when the following con- 
ditions are met: 


1. The bidders’ mailing list of the military department for the item includes 
the names of such established or potential small business suppliers as have 
made acceptable application for inclusion in the list. 

2. The Invitation for Bids or the Request for Proposals are sent to all the 
firms, large and small, on the list; or, where they are sent to less than the 
complete list, a pro rata percentage of small firms is included among these 
solicited. 

3. The quantities are appropriate, the delivery schedules reasonable, the 
time allowed for the preparation and submission of bids adequate, and the 
specifications and drawings sufficient to enable small business firms to 
compete. 

4. Proposed procurements are publicized as required by existing regu- 
lations, 

5. The definition of a fair proportion in III D above shall not in itself 
be used as a reason for refusing to make joint determinations as provided 
in Department of Defense Directive 4100.9, 10 March 1954. 


IV.) GENERAL POLICY 


It is the policy of the Department of Defense that a fair proportion of the total 
purchases and contracts for supplies and services for the Department of Defense 
shall be placed with small business concerns, whether as prime contractors, 
subcontractors or suppliers. With respect to prime contracts, this objective shall 
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be accomplished by affording small business concerns an equitable opportunity 
to compete. This policy applies to both advertised and negotiated procurements. 

A. Military bidders’ mailing lists shall include the names of established small 
business suppliers and of such potential small business suppliers as have made 
acceptable application for inclusion on such lists. 

B. In accomplishing a procurement, the procuring officer shall, in so far as 
it is consistent with military necessity, solicit bids or proposals from all the 
business concerns on the list or, where the entire list is not being solicited, from 
appropriate established or potential small business concerns in a pro rata 
proportion. 

C. In planning procurement, division into reasonably small economically sound 
production lots, time allowed for the preparation and submission of bids or 
proposals, delivery schedules, specifications and other provisions shall be de- 
termined, consistent with military requirements, in a manner to encourage 
participation by small business concerns. 

D. The opportunity to submit bids for quantities less than the total require- 
ment should be extended to the maximum practical extent. 

E. Small business participation shall be increased through a continuing active 
search for potential small business suppliers. 

F. Implementation of this policy with respect to defense subcontracts will be 
set forth in a separate Department of Defense Instruction to be issued. 


V. SPECIFIC POLICIES 


A. Small Business Specialists. To the extent to which the following actions 
have not already been taken: 


1. The Assistant Secretary of Defense (Supply and Logistics) will appoint 
a Small Business Advisor who shall be responsible for counseling the 
Assistant Secretary of Defense (Supply and Logistics) in matters relating 
to small business including the establishment, implementation and execution 
within the Department of Defense of an appropriate Small Business Pro- 
gram. The Small Business Advisor, Assistant Secretary of Defense (Supply 
and Logistics), shall also be responsible for representing the Assistant 
Secretary of Defense in negotiations with the Small Business Administration 
and other agencies of Government in matters relating to small business 
policy. Negotiation with Government agencies or departments outside the 
Department of Defense concerning small business policy and programs: 
shall be conducted through the Small Business Advisor (Assistant Secretary 
of Defense (Supply and Logistics) ) or with his authorization. . 

2. Each military department shall establish an office of Small Business 
for the department. The chief of this office will also serve as the Advisor on 
Small Business to the Procurement Secretary. He will be responsible for 
the development of a Department Small Business Program implementing 
the Department of Defensive Small Business Policy and Program, and for 
its staff supervision. He or his designee will represent his Department in 
negotiations with other Departments or Governmental agencies on matters 
affecting Small Business. The Chiefs of the Offices of Small Business of 
each Military Department shall devote their efforts exclusively to small 
business matters. 

3. Small Business Specialists shall be appointed in each principal pro- 
curement office of the Military Departments and such others as the Depart- 
ment may consider appropriate. They shall be full time or part time as the 
scope of their assigned duties may require. The senior small business 
specialist in any procurement office shall be appointed by name and in writing 
and will report to the appointing authority. Each military department shall 
designate the appointing authority in such a manner as to insure that the 
small business specialists appointed will maintain the necessary independence 
of thought and action in the performance of their functions. Selection of 
individuals to serve as small business specialists will be the responsibility 
of the appointing authority. They shall be men of high caliber, preferably 
civilians, whose experience in or with small business and whose interest in 
the welfare of the small business community especially qualify them for 
this work. 

4. Small Business Specialists will perform such functions as are pre- 
scribed for them by the Small Business Program of their respective Depart- 


ments in implementation of the Department of Defense Small Business 
Program, 
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B. Procurement of items, the bidders’ mailing lists for which include the names 
of established or potential small business suppliers and such other procurements 
aS may be considered appropriate, will be handled by contracting officers in such 
a manner as to insure that small business concerns receive an equitable opportu- 
nity to eompete for the business. To this end the Military Departments will in- 
clude in their regulations or instructions provisions requiring that, as to each 
such procurement, the following conditions prevail : 


1. The procurement is divided into, or bids or quotations may be sub- 
mitted on, such reasonably small economically sound production lots as will 
enable and encourage small business concerns to make bids or quotations on 
such proctrement or portions thereof, unless such division is clearly to the 
disadvantage of the Department. 

2. The required delivery schedules, consistent with military necessity, are 
such as not to preclude competent small business concerns, including poten- 
tial suppliers, from meeting them. 

3. Specifications and drawings when applicable, or in their absence, all 
necessary pertipent data are made available to small business concerns in 
order that they may intelligently compute their bids or proposals. 

4. Adequate and appropriate publicity, including the use of the Synopsis of 
Proposed Procurements in accordance with ASPR 2-206, is provided on a 
timely basis. 

5. Sufficient time, consistent with military necessity, is allowed to enable 
potential sources as well as established sources to adequately prepare and 
submit their quotations. 


C. The Small Business Administration will, by agreement with the Department 
of Defense, assist in the accomplishment of those elements of General Policy 
(Section IV A and B). 


1. The military departments shall afford to the representatives of the 
Small Business Administration upon request the opportunity to inspect, 
study and transcribe information from the military bidders’ mailing lists, and 
will make available to the Small Business Administration representative 
such additional information as may be at hand and as may be necessary to 
enable the Small Business Administration representatives to determine 
whether in their opinion small business firms are proportionately represented 
on any specific list. 

2. In those cases in which, in the opinion of either the Small Business 
Administration or the appropriate military department, small business 
eoncerns are not properly and proportionately represented, the Small Busi- 
ness Administration or the military department will endeavor to discover ad- 
ditional potential suppliers and encourage them to apply for inclusion in the 
list in question in the manner prescribed by the military department. 


D. The Military Departments will give to representatives of the Small Business 
Administration access to any and all lists of small business firms or facilities 
which they have prepared for the purpose of consolidation by the Small Business 
Administration with such combined inventories of small business concerns and 
their facilities as the Small Business Administration may deem it advantageous to 
maintain. 

B. Mobilization Planning. The general principles of the Department of De- 
fense Small Business Policy providing for giving small business firms and equi- 
table opportunity to produce a fair share of Department of Defense requirements 
of goods and services shall be extended to mobilization planning. To the maxi- 
mum extent possible consistent with considerations of efficient production, geo- 
graphic dispersion of facilities, an dother military factors, those elements of 
Department of Defense engaged in mobilization planning shall, with respect to 
items, the bidders’ mailing lists for which include the names of established or 
potential small business concerns, conduct planning with small business firms. 

F. The chiefs of the small business offices of the Military Departments, to- 
gether with the Small Business Advisor to the Assistant Secretary of Defense 
(Supply and Logistics), will hold monthly meetings with such officials of the 
Small Business Administration as are designated by the Administrator, for the 
purpose of evaluating reports, statistician and otherwise, concerning the effec- 
tiveness of the Small Business Program and to resolve any difficulties that may 
arise in its operation. In the event there are any difficulties that cannot be re- 
solved by that group, they will be referred to the Assistant Secretary of Defense 
(Supply and Logistics), and the Administrator of the Small Business Administra- 
tion. 
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VI. DEPARTMENTAL IMPLEMENTATION 


The Secretaries of the Military Departments shall take action to implement 
this directive immediately and shall submit revised regulations, procedures and: 
instructions in duplicate to the Assistant Secretary of Defense (Supply and Lo- 
gistics) within thirty (30) days of the date of this directive. 


VIl. EFFECTIVE DATE 


The revised policy is effective thirty (30) days from date of issuance. 
C, B. WILson, 
Secretary of Defense. 


———— 
{Enclosure 5 to letter to Congressman Multer] 


Number 4100.9 
Date: 10 March 1954 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Relations with Small Business Administration. 
Reference: (a) Directive 4100.9, Relations with Small Defense Plants Adminis- 
tration, 10 June 1953, 


I, PURPOSE 


The purpose of this instruction is to coordinate the existing Department of 
Defense small business program with certain responsibilities of the Small Busi- 
ness Administration. 


II. CANCELLATION 


Reference (a) is cancelled. 


III, POLICY GOVERNING THE RELATIONS BETWEEN THE DEPARTMENT OF DEFENSE AND 
THE SMALL BUSINESS ADMINISTRATION 


A. The Small Business Administration 


Public Law 163—83d Congress, First Session (approved July 30, 1953) 
created the “Small Business Administration” (hereinafter referred to as “SBA’’) 
and gives the Administration certain powers and responsibilities incident to 
the placement of Government contracts wth small business concerns. 

In order to coordinate the existing Department of Defense small business 
programs with certain responsibilities of the Small Business Administration 
under the Act, the General Policy and Basic Program covered in the succeeding 
paragraphs is established. 


B. General policy 


1. There is hereby reaffirmed the policy of th Department of Defense to obtain 
for small business concerns the greatest practicable participation in the defense 
procurement program, both through prime contracting and through encourage- 
ment of subcontracting. 

2. In carrying out this policy, and the program hereinafter set forth, the pri- 
mary consideration of the Department of Defense shall be that of securing per- 
formance or deliveries at the time, in the quantity, and of the quality required 
by the defense program, and nothing stated herein shall detract from that con- 
sideration. Furthermore, actions taken under this policy shall be consistent 
with other procurement and military objectives. 

3. The contracting office has responsibility for the proper award of contracts 
and the procedures established hereunder shall be carried out in such manner 
as not to impair or interfere with the expeditious operation of the procurement 
process. hTe SBA representative will have no veto power in the placing or 
awarding of contracts. 

4. It will be the responsibility of the Military Departments to establish oper- 
ating procedures in conformity with the policy stated herein, and submit such 
procedures to the Assistant Secretary of Defense (Supply and Logistics) for 
approval, 
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5. In furtherance of the purposes of the Act creating SBA, and in the imple- 
mentation of the program hereinafter set forth, DOD and SBA personne! will 
consult and cooperate to the maximum extent practicable within contracting 
offices to which SBA personnel may be assigned, and at other levels, as 
appropriate. 

C. Basic program 

1. SBA may assign one or more representatives to the contracting offices of 
the Military Departments. Such representatives will be known as SBA Repre- 
sentatives. 

2. The contracting offices, through the senior Small Business Specialists 
therein or other designated representatives of the chiefs of the contracting offices 
will afford the SBA representatives assigned to such offices an opportunity to 
jointly screen all procurements (except for those items elassified Confidential 
or higher and those of an emergency nature), prior to issuance of bids or re- 
quests for proposals and advise the Contracting Officer : 


a, whether a particular procurement is suitable for performance by small 
business concerns, 

b. the minimum percentage of a particular procurement found suitable 
under (a) which the contracting office will endeavor to place with small busi- 
ness concerns. 


3. While emergency purchases and Classified procurements are excluded from 
the screening process, the contracting office will inform the SBA representatives 
of the nature of the emergency, and in all cases will continue to secure small 
business participation when the procurements are suitable for performance by 
small concerns. 

4. In the course of or subsequent to screening, the SBA Representative may 
initial action for a joint determination in accordance with criteria set forth 
in Section 214 of the Act, and the official designated by the contracting office 
shall promptly (1) concur in the written recommmendation of the SBA Rep- 
resentative or (2) disapprove, stating in writing his reasons for disapproval. 
The SBA Representative will be permitted to appeal any such disapproval, 
within two full working days to the chief of the contracting office or his 
designee whose decision shall be final. 

5. Such joint determination may apply to all or a percentage of a single 
procurement. Joint determinations shall be binding on contracting offices, 
and such procurement or specified percentage thereof must be placed only with 
small business concerns. Such procurement shall be placed in accordance 
with detailed operating procedures to be established as provided in paragraph 
4 of the General Policy. If, however, in the light of the facts and circumstances 
existing at the time of the placement of the contract the contracting officer con- 
siders that a contract cannot be made with a small business concern without 
detriment to the Government’s interest, (e. g., because of unreasonable price) 
the contracting officer may request withdrawal of the joint determination. 
If the SBA Representative does not agree, the matter shall be referred to the 
chief of the contracting office or his designee, whose decision shall be final, 
unless the chief or his designee decides to refer the matter to higher authority, 
in which event the decision of higher authority shall be final. A signed memo- 
randum record of the withdrawal of any joint determination shall be made and 
retained in the procurement file. 

6. Joint determinations shall not be made with respect to general classes 
of items, but will be limited to individual procurement actions which are ex- 
pected to involve an expenditure of $10,000 or more. 


a. In order to assure that proposed procurements under joint determina- 
tion receive widespread publicity, such procurements will be synopsized, 
in accordance with applicable directives, in the Department of Commerce 
“Synopsis of U. S. Government Proposed Procurement and Contract Awards.” 


(1) In transmitting procurement information to the Department of 
Commerce for inclusion in the Daily Synopsis, a separate transmittal 
will be made on those procurements which are under joint determina- 
tion, and the transmittal will clearly state that “The Proposed Pro- 
curement(s) listed herein is (are) under Joint Determination.” 


b. Invitations for Bid or Request for Proposal on procurements selected 
for joint determination will be made available in sufficient number to provide 
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a minimum of one copy, with all attachments, for each SBA Regional and 
Branch Office and the SBA Washington Headquarters, except where the 
SBA Representatives believe a smaller number of copies will be adequate. 
The SBA Representative will handle the distribution of the data to their 
offices. ‘ 


7. Procurements under 100% joint determination as described in paragraphs 4, 
5, and 6 above may be entered into by means of negotiation or by a method to 
be known as “Small Business Restricted Advertising.” Small business re- 
stricted advertising, including awards thereunder, will be conducted in the same 
way as prescribed for formal advertising under Section II, Armed Services 
Procurement Regulation, except that bids and awards will be restricted to 
small business concerns and the contract shall be awarded pursuant to the 
authority of Section 214 of Public Law 163. Where negotiation under Section 
2 (c) of the Armed Services Procurement Act is the method of procurement, 
competition and widespread publicity will be used to the fullest extent practicable 
and due consideration shall be given to placing procurements, without detri- 
ment to the Government, with qualified smail concerns in need of business as 
against small concerns having ample work load. 


a. Each invitation for bid issued in connection with a proposed procure- 
ment which has been ear-marked for small business concerns will contain 
substantially the following clause: 


NOTICE TO PROSPECTIVE BIDDERS 


The Small Business Administration and the Contracting Officer have 
jointly determined, in accordance with the criteria set forth in Section 
214 of Public Law 163 to award this procurement to a small business con- 
cern. Therefore, bids under this procurement are restricted to small 
business concerns, and awards will be made to the small business con- 
cern submitting the lowest responsible bid conforming to the invitation, 
price and other factors considered. (The Department of Defense de- 
fines small business as any concern’ which, including its affiliates, em- 
ploys in the aggregate, fewer than five hundred employees.) The right 
is reserved to reject any bid when it is in the interest of the Government 
to do so. Bids received from firms not classified as small business will 
be considered as nonresponsive. 


8. When a joint determination for a stated percentage of less than 100% is 
entered into in conjunction with formal advertising conducted pursuant to Sec- 
tion 3 of the Armed Services Procurement Act, the percentage under joint de- 
termination will be negotiated. In situations in which such a stated percentage 
is so used, the following procedure will be utilized: 


a, Determine the optimum quantity which, because of manufacturing proc- 
esses, would probably yield the most favorable price and issue invitations 
for bid under the advertised portion for that quantity only, holding back the 
remainder under joint determination for future placement by negotiation 
with small business concerns. 

b. Upon receipt of formal bids undertake to negotiate with small business 
firms the percentage held back under joint determination : 


(1) At a price equivalent to the lowest qualified bid received under 
the invitation for bids, when the award(s) is (are) for a single price. 

(2) At a price determined by the Contracting Officer to be fair and 
reasonable but in no event at a price higher than the highest price of 
an award made under the invitation for bids when the award (s) is (are) 
at multiple prices. In the absence of changes in market trends and 
other factors requiring consideration, the Contracting Officer shall use 
for such fair and reasonable price the weighted average. The weighted 
average shall be ascertained by adding the total dollar amounts of all 
awards, then dividing such grand total by the total number of units 
included in all awards. 


9. The policies herein prescribed do not in any way alter the present method 
of awarding contracts by formal advertising. Therefore, if formal advertising 
is determined by the contracting officer to be the appropriate method to utilize 
for a particular procurement, invitations for bid will be issued and awards made 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 6§13 


in precise accord with the provisions of ASPR, Section IJ, and the respective de- 
partmental procedures pertaining to formal advertising. In the implementation 
of the policies stated herein, contracting officers are cautioned not to engage in 
the practice of inviting bids for formally advertised procurement and then re- 
jecting all bids and resorting to negotiation; for, in so doing, bidders would 
quickly lose confidence in the competitive bid system. Special care will be exer- 
cised to the end that small business concerns whose names aj)}ear on the appro- 
priate bidders’ lists will receive an opportunity to participate. 

10. Contracting Officers will provide SBA Representatives an opportunity to 
recommend, within a reasonable pericd of time, appropriate numbers of small 
business concerns for inclusion in the list of bidders or firms to be solicited with 
respect to any procurement found suitable for performance by small business 
concerns. 

11. The Small Business Administration has the authority to certify the com- 
petence of any small business concern as to capacity and credit. Prior to making 
certifications, SBA will obtain and consider such technical and financial informa- 
tion concerning any firm as may be available from the purchasing activity. Cer- 
tifications as to financial competency reflect the judgment of SBA that the Gov- 
ernment will not be taking an unreasonable risk of an unsatisfied judgment in 
the event of default, although it is not implied that all possible future claims by 
the Government will be fully satisfied. Contracting officers will accept certifi- 
cates of competency from SBA as conclusive without requiring the meeting of 
any other requirement with respect to capacity or credit. However, in case of 
grave doubt on the part of the contracting officer as to the firm’s ability to per- 
form, he shall refer the case, with all pertinent available information and an 
indication as to degree of urgency, to higher echelons for review prior to award. 

12. SBA is empowered by the Act to determine the concerns which are to be 
designated “Small Business Concerns” for the purposes of the Act. Such de- 
terminations, when made, shall be accepted by the Department of Defense; 
nevertheless, in the absence of such determination, the Department of Defense 
will observe its definition of small business concerns as “any concern which, 
including its affiliates, employs in the aggregate fewer than 500 persons.” 

13. In any case in which the Small Business Administration certifies, in 
accordance with Section 208 that the Administration is competent to perform 
any specific Government contract, such certification shall be made by the Ad- 
ministrator to the Procurement Secretary of the Military Department concerned. 

14. All matters of basic policy relating to prime contracting or subcontracting 
with small business concerns will be dealt with for the Department of Defense 
by the Assistant Secretary of Defense (Supply and Logistics). Disagreements 
in matters of procedure or basic intent of this instruction which cannot be 
settled between the Military Department and SBA will be referred to the Assist- 
ant Secretary of Defense (Supply and Logistics) for resolution as to the posi- 
tion of the Department of Defense. 


IV. DEPARTMENTAL IMPLEMENTATION 


The Secretaries of the Military Departments shall take action to implement 
this instruction immediately and shall submit revised regulations, procedures 
and instructions in duplicate to the Assistant Secretary of Defense (Supply 
and Logistics) within thirty (30) days of the date of this instruction. 


Vv. EFFECTIVE DATE 


The revised policy is effective immediately. 


Cc. S. THomas, 
Assistant Secretary of Defense 
(Supply and Logistics). 
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APPENDIX 3 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE JupGE ADVOCATE GENERAL, 
WASHINGTON 25, D. C., April 6, 1955. 
Memorandum for— 
Mr. IrnvinGc MANESs, 
Héuse Select Committee on Small Business, 
Old House Office Buitding, Washington 25, D. C. 


1. Attached to his memorandum is a summary of the Navy Small Business 
Program, together with supporting documents, as requested by you through 
Commander Thomas Taylor, Deputy for Investigations, Office of the Secretary 
of Defense. 


Respectfully, 
G. C. GILL, 
Captain, U. 8. Navy, 
Congressional Investigations Officer. 


NAVY SMALL-BUSINESS PROGRAM 


GENERAL POLICY OF THE DEPARTMENT OF THE NAVY FOR THE ASSISTANCE OF SMALL 
BUSINESS 


The Navy has long recognized the importance of the role of small-business 
concerns as participants in its military procurement program. It is the policy 
of the Navy to encourage small concerns to participate in the Navy procurement 
program whether as prime contractors, subcontractors, or suppliers. This policy 
is effectuated by affording full cooperation and assistance to small business 
to the maximum extent consistent with the national interest. This effert mnst 
be part of a continuing prograin, and therefore all concerned with procurement 
within the Navy must actively support this program in order to carry out 
the congressional policy as expressed in the Armed Services Procurement Act 
that “a fair proportion of the total purchases and contracts for supplies and 
services shall be placed with small concerns.” All personnel charged with 
responsibility for Navy procurement have been repeatedly enjoined to review 
the efforts being made by their procurement organizations in order to assure 
themselves at all times that all reasonable steps are being taken to afford small 
business an equitable opportunity to compete for all negotiated and advertised 
procurements which potentially can be performed by small business concerns. 


AUTHORITY 


The Navy small-business program is authorized by the Armed Services Pro- 
curement Act of 1947, and the Small Business Administration Act of 1953. 
These public laws have been used as the basis for the establishment of the 
armed services procurement regulations on small business. The Department 
of Defense directives for the, Military Departments small-business program. 
and for its relations with the Small Business Administration are also based 
on these public laws. Within the Navy, the Office of Naval Material prepares 
and publishes Navy Procurement directives which supplement the armed services 
procurement regulations and are used as a guide by all Navy purchasing ac- 
tivities in conducting their procurement operations. These directives establish 
the Navy small-business program. 


PROCUREMENT ORGANIZATION OF THE NAVY 


The Navy considers that its small-business program is an integral part of its 
procurement operations and the program has been established to operate within 
the structure of the procurement organization. The Honorable R. H. Fogler, 
Assistant Secretary of the Navy (Material) is responsible for the establishment 
of the Navy’s overall policy in procurement, production, distribution, and small- 
business matters. Administration of these responsibilities has been delegated 
by the Assistant Secretary of the Navy (Material) to Vice Adm. M. L. Royar, 
Supply Corps, United States Navy, the Chief of Naval Material. Within the 
Office of Naval Material, Capt. OC. A. Blick, Supply Corps, United States Navy, 
is the Assistant Chief of Naval Material (Procurement) and Director of the 
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Procurement Division and therefore directly under the Chief of Naval Material. 
The Procurement Division is responsible for performing staff work for the 
Assistant Secretary of the Navy (Material) in procurement matters. In ful- 
filling this function, the Division formulates, establishes, and disseminates Navy 
procurement policies and procedures, including small-business policies, applicable 
to all Navy purchasing activities. The technical bureaus and offices of the Navy 
Department, together with the Navy field purchasing activities perform the 
Navy’s procurement operations. Enclosures (1) and (2) cover the procurement 
organization of the Navy. 


OFFICE OF NAVY SMALL BUSINESS 


The Chief, Office of Navy Small Business, is Comdr. Neale W. Curtin, Supply 
Corps, United States Navy, and his Assistant is Mr. Morris Questal, an industrial 
specialist. The Office of Navy Small Business is located within the Procurement 
Division of the Office of Naval Material as a separate branch and is under the 
supervision of the Director of the Division. Through his organizational position 
within the Division the Chief, Office of Navy Small Business, is kept in close 
contact with the formulation of Navy procurement policies and procedures and is 
able to express and correlate the small-business interests in the formulation of 
such policies and procedures. He is responsible for the development of the Navy 
small-business program and its policies and procedures and he devotes his efforts 
exclusively to small business. He is also immediately responsible for the imple- 
mentation of Department of Defense small-business policy and program. He 
serves as an adviser on small-business matters to the Assistant Secretary of the 
Navy (Material), the Chief of Naval Material, and the Director of the Procure- 
ment Division. 

Under the administrative supervision of the Director of the Procurement 
Division, Commander Curtin is given unlimited freedom of action in carrying out 
his responsibilities for the administration of the Navy small-business program. 
He has ready access to the Assistant Secretary of the Navy (Material) and to 
the Chief of Naval Material in order to keep them informed of the problems of 
small business and to obtain their advice and guidance with respect to increasing 
small-business participation in Navy procurement. 

The Office of Navy Small Business maintains liaison with the Department of 
Defense, Small Business Administration, and the Congress, and represents the 
Department of the Navy in negotiations with other departments or Government 
agencies on matters primarily affecting small business. 


NAVY PROCUREMENT OPERATIONS 


Within the procurement organization of the Navy, the headquarters of the 10 
technical bureaus and offices of the Navy Department are located in Washington, 
DPD. C., and are charged with the procurement and technical responsibilities of 
highly technical and complex items in the nature of “hard goods,” such as air- 
craft, ships, research and development, ordnance details and the like, coming 
within the purview of their technical spheres. In addition, there are eight 
supporting supply-demand control points, located throughout the United States, 
which have the procurement and inventory control responsibility for repair parts, 
material, and supplies which are under the technical control of the aforemen- 
tioned bureaus and offices of the Navy Department. 

In order to provide general purchasing support for the various naval ac- 
tivities located within specific geographical areas the Navy has established 
7 centralized Navy purchasing offices, 5 of which are located within the conti- 
nental Wnited States, 1 in Pearl Harbor, T. H., and the other in London, 
England. 

In addition to the above Navy purchasing activities, there are 45 other naval 
activities, such as naval air stations, naval ordnance plants, and naval ship- 
yards who have limited responsibilities for the purchase of maintenance ma- 
terial and supplies for their individual aircraft, ordnance, or ship maintenance 
and overhaul programs. These Navy purchasing activities which have authority 
to purchase in excess of $1,000 are considered to be major purchasing activities. 

Other naval activities have purchase authority to make purchases not ex- 
ceeding $1,000, and are classified as minor purchasing activities. The minor 
purchasing activities primarily make purchases of small dollar value for house- 
keeping material for the upkeep of their activities. Items of large dollar value, 
or requiring specialized purchase service are forwarded by the minor purchas- 
ing activities to the nearest major centralized purchasing activity for processing. 
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APPOINTMENT OF NAVY SMALL-BUSINESS SPECIALIST 


All major purchasing activities are required by existing Navy procurement 
directives to appoint Navy small-business specialists within their respective 
activities. At the present time there are 60 naval small-business specialists 
assigned to the major Navy purchasing activities. Sixteen of these small- 
business specialists are military personnel and 44 are civil-service personnel. 
In all naval activities having sufficient volume of procurements or duties relat- 
ing to procurement, to justify such action, the small-business specialists devote 
their full time to the assistance of small business. When the volume of pro- 
curements can justify the exercise of the duties of the small-business specialists 
only on a part-time basis, these duties take precedence over any collateral duties 
assigned. Currently 7 small-business specialists are devoting their full time 
to small business, while 53 other small-business specialists assigned to the 
Navy field purchasing activities are performing their duties on a part-time basis. 
(Enclosure (3) is a listing of all Navy small-business specialists by name and 
location. ) 

DUTIES OF NAVY SMALL-BUSINESS SPECIALISTS 


The success of the Navy small-business program is dependent to a large extent 
upon the effectiveness of the performance of the small-business specialists within 
each one of the major Navy purchasing activities. In order to assure his 
effectiveness, the duties of the Navy small-business specialists have been care- 
fully outlined and set forth in the Navy procurement directives. These regu- 
lations state that the organizational status of small-business specialists will be 
such as to require that they report direct to the heads of Navy procuring activi- 
ties (bureau chiefs, in the case of the technical bureaus) or the commanding 
officers of the Navy field purchasing activities. These directives specifically state 
that the Navy small-business specialists will not be subject to the direction of 
either contracting or technical personnel in order that they will not be restricted 
in the performance of their duties. 

The Navy small-business specialists assigned to major Navy purchasing activi- 
ties perform the functions listed below in behalf of small-business firms : 


(a) Act as a central point within the Navy purchasing activity for all 
small-business inquiries and problems ; 

(b) Review all current procurement procedures within the purchasing 
office to observe their effect on small-business participation ; 

(c) Establish a specific program within the purchasing office to aid 
small-business firms to participate in Navy procurement ; 

(d) Provice procurement information and advice ; 

(e) Assist in placing small-business firms on the bidders’ lists of appro- 
priate Navy purchasing activities ; 

(f) Sereen all proposed procurements for determination whether or not 
they are in the small-business potential ; 

(g) Locate additional small-business firms who are qualified to be Navy 
suppliers when small-business firms are not adequately represented on the 
bidders’ list ; 

(hk) Publicize daily proposed unclassified procurements of $10,000 and 
over in the Department of Commerce Synopsis of United States Government 
Proposed Procurements, Sales and Contract Awards, so that small-business 
firms not listed on bidders’ lists may also have an opportunity to compete 
for Navy contracts; 

(i) Publicize weekly unclassified Navy contract awards valued at $25,000 
and over in the Department of Commerce synopsis so that small-business 
firms may be aware of Navy contract awards and can contact major Navy 
prime contractors for subcontracting opportunities. 


In the interest of giving small-business firms advance notice of Navy proposed 
procurements, the Office of Naval Material issued a procurement directive this 
past year which urges Navy purchasing activities to publicize unclassified pro- 
curements valued at $10.000 and above in the Department of Commerce synoposis 
of United States Government Proposed Procurements, Sales, and Contract 
Awards, a minimum of 10 days prior to the issuance of invitations for bids or 
requests for proposals. This procedure was particularly designed to give small 
firms not presently on the bidders’ list additional time for the preparation of a 
bid or quotation. 














SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 617 


SMALL-BUSINESS POTENTIAL 


To obtain realistic data concerning the extent of small-business participation 
in Navy procurement, all proposed procurements valued at $10,000 and above 
are screened by Navy small-business specialists to determine whether such pro- 
curements can be performed by small business. Procurements are classified as 
being in the “small business potential”—capable of being produced by small 
firms if the following conditions prevail : 

(a) Small business had in the past or with respect to the current procurement 
submitted a responsive bid or proposal; and 

(b) Quantities required, tooling needed, the established delivery schedule, and 
factors of mobilization readiness, do not inherently preclude all small firms from 
competing for the procurement. 

If a new item is being procured, the small-business specialist will make a 
determination as to whether such procurement is in the “small business potential” 
by giving due consideration to past procurements of similar items, making 
reference to trade publications, and consulting with technical naval personnel 
having cognizance of the item. 

All procurements valued at $10,000 and above, which have been screened by 
the Navy small-business specialists, are covered by an individual procurement 
action report prepared by the contracting officers of the Navy purchasing activi- 
ties. This report indicates whether or not the Navy small-business specialists 
have marked it as being in the small-business potential, and whether the firm 
receiving the contract award is a large or small business firm. These reports 
are used as the basis for the Navy’s procurement statistics. Procurements 
valued below $10,000 are also screened by the Navy small-business specialists 
for small-business participation, but are not reported because it has been 
administratively decided that they are in the small-business potential. 


NAVY SMALL-BUSINESS PROGRAM STATISTICS, FISCAL YEAR 1954-55 


During the fiscal year 1954 the Navy placed $4,755,157,000 in new procurement 
contracts with business firms in the United States. Small-business firms re- 
ceived $830,180,000 of these new procurement dollars or 17.5 percent in the form 
of prime contracts; 78.6 percent of all dollars which had been classified by Navy 
small-business specialists to be in the small-business potential was awarded to 
small business. Termination of prime contracts placed in previous fiseal year 
but canceled during this fiscal year reduced the total dollar value of Navy pro- 
curements on a net basis to $3,640,396,000. Of this net amount small business 
received $790,454,000 or 21.7 percent. A total of 627,923 procurement actions 
were placed by Navy purchasing activities during this period of which 457,906, 
or 72.9 percent were placed with small business. 

For the first 7 months of the 1955 fiscal year (July 1, 1954-January 31, 1955), 
the percentage of total new procurement dollars placed with small business has 
declined. This decline is due to the large dollar value of new procurement which 
has been placed for aircraft. So far this fiscal year the procurement of aircraft 
has amounted to 51 percent of the Navy’s available procurement dollars. Dollars 
expended for aircraft are classified almost entirely outside the small-business 
potential and accordingly there has been a significant reduction in the number 
of the dollars awarded to small business. During this period the Navy placed 
$3,214,612,000 with business firms in the United States for new procurement. 
Smalli-business firms received $380,486,000 or 11.8 percent of the available new 
procurement dollars. These dollars represent 73.1 percent of the dollars which 
were classified by Navy small-business specialists to be in the small-business 
potential. A total of 391,862 procurement actions were placed by Navy purchas- 
ing activities during this 7-month period of which 290,263 or 74.1 percent were 
placed with small business. 

Since July 1, 1954, there has been a drop of 5.6 percentage points in the amount 
of dollars in the small-business potential which is being awarded to small 
business. A study has revealed that the small-business potential for certain 
items has been broadened through the efforts of Navy small-business specialists 
in inducing qualified small concerns to compete for Navy procurements such 
as MA-1 compass systems and gyro-horizon indicators for which small business 
had heretofore never submitted bids. This broadening of the small-business 
potential has been offset by increased competition by large business for all pro- 
curements, necessitating the placement of many contracts in the small-business 
potential with other than small business because of lower bids or quotations 
submitted by large firms. 
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NAVY SUBCONTRACT PROGRAM 


It is the Navy’s policy to encourage small-business firms to participate in 
Navy procurement as subcontractors and suppliers to major Navy prime con- 
tractors. Many times small-business firms can find opportunities to act as sub- 
contractors to major Navy prime contractors when it is not possible for them to 
compete as a prime contractor for the Navy. This is especially true when the 
Navy places large dollar value contracts for aircraft, ships, and large electronic 
equipments ; which requires that the prime contractor have a large engineering or 
technical staff, as well as extensive production facilities to handle contracts, 
When procurements of this nature are effected by the Navy as in this fiscal year 
to date, they have an adverse effect on small-business participation as prime 
contractors in the Navy’s procurement program. To offset the effect of this 
type of procurement on small-business participation as prime contractors, the 
Navy has increased its efforts for small-business participation in the subcontract 
area. 

On March 11, 1955, the Assistant Secretary of the Navy (Material) personally 
wrote approximately 200 large Navy prime contractors and invited them to 
reaffirm their support of the Navy subcontract program and the Department of 
Defense subcontracting clause which is placed in all military fixed-price and 
cost-type contracts valued at $5,000 and above. This Department of Defense 
subcontract clause is quoted below: 


“It is the policy of the Government as declared by Congress to bring about 
the greatest utilization of small-business concerns which is consistent with 
eflicient production. The contractor agrees to accomplish the maximum 
amount of subcontracting to small-business concerns that the contractor finds 
to be consistent with the efficient performance of this contract.” 


In his letter the Assistant Secretary of the Navy (Material) recommended 
that all large Navy prime contractors review their current procurement and 
production policies and utilize the available subcontract production capacity of 
small business. It was further recommended that they consider the establish- 
ment of a small-business program which will include but not necessarily be 
limited to: 


(a) Designation of procurement and production personnel at the executive 
level as small-business liaison representatives. 

(6) Providing opportunity for qualified small-business firms to interview 
procurement and production personnel of their company in order to inquire 
about the technical aspects of subcontract work. 

(c) Representation of qualified small-business firms on the source list 
of suppliers for those items considered to be suitable for production by small- 
business firms. 

(d) Providing an opportunity for small business to compete for subcon- 
tracting work. 

(e) Providing upon request an estimate of the percentage of military prime 
contract dollars subcontracted to small-business firms at the first-tier sub- 
contract level. 


The Navy feels that this subcontract program should be implemented by 
major Navy prime contractors on a voluntary basis and that industry as a 
whole will respond to the invitation of the Assistant Secretary of the Navy 
(Material) to support the program. Enclosure (4) is a copy of an Assistant 
Secretary of the Navy (Material) letter of March 11, 1955. A number of major 
Navy prime contractors already have a similar program now in being which 
has been very effective in utilizing small-business firms as subcontractors. The 
purpose of this letter was to encourage other major prime contractors to establish 
a small-business program. 

Throughout the country, industry cooreraticn representatives have heen 
appointed by the Chief of Naval Material within the various field inspection 
offices to assist in carrying out the Navy subcontract program for the utiliza- 
tion of small business as subcontractors. These Navy industry cooperation 
representatives cooperate and coordinate their operations with the regional 
offices of the Small Business Administration. Their assistance to small-business 
concerns consists in aiding them to obtain placement on the Navy bidders’ list 
and to assist them in locating subcontract opportunities. The field inspection 
offices, because of their responsibilities for the field administration of Navy 
contracts, are in an excellent position to assist small-business firms in locating 
subcontract opportunities. 
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To further aid small-business firms in locating subcontract opportunities, the 
Chief of Naval Material published, in May 1952 and revised in January 1954, 
a publication entitled “Selling to Navy Prime Contractors” which contains a 
listing of the names, addresses, and subcontract representatives of approxi- 
mately 300 major prime contractors who have agreed to cooperate in sub- 
contracting to small-business firms. These publications have been distributed 
to small-business firms seeking subcontract opportunities and have proven to 
be very helpful. Plans are now being made to revise and reprint this publica- 
tion in the near future. 


NAVY SUBCONTRACT PROGRAM STATISTICS, FISCAL YEAR 1955 


A recent Office of Naval Material subeontract study made during the period 
of October 1, 1954, to January 31, 1955, covering Navy procurement dollars 
placed in fiscal year 1954, disclosed that selected major Navy prime contractors 
were placing an estimated average of 15.7 percent of their military prime con- 
tract dollars with small business at the first-tier subcontract level. These major 
Navy prime contractors had Navy contracts for major end items such as aircraft, 
ships, ordnance and electronic equipment, and Navy construction. 

The subcontract study also disclosed that small-business participation in 
military subcontracts had declined 6 percentage points since February 194. 
This decline is due in part to the reduced volume of military procurement 
resulting in prime contractors now having “open capacity” available for items 
heretofore subcontracted. 


RELATIONS WITH THE SMALL BUSINESS ADMINISTRATION (SBA) 


The Navy has effected and continuously maintained cooperative and har- 
monious relations with the Small Business Administration and has effected 
close liaison with that organization in regard to small-business matters. Since 
January 1, 1955, the Small Business Administration has established a liaison 
office in the Department of Defense to consult with the departments in the formn- 
lation and revision of small-business policies and procedures. The recently 
revised Navy directive on small business was coordinated with that office prior 
to its issuance and distribution. 

The joint determination program sponsored by SBA has been implemented 
within those major Navy purchasing activities wherein SBA representatives have 
been assigned and is operating satisfactorily. The program was established by 
section 214 of the Small Business Act of 1953 and authorizes the Small Business 
Administration representatives assigned to selected Navy purchasing activities 
and Navy contracting officers to jointly screen all proposed unclassified procure- 
ments valued at $10,000 and above to determine which of the proposed procure- 
ments screened will be reserved exclusively for small-business competition and 
participation. A proposed procurement can be reserved either on the basis of 
100 percent of an item being procured, or on the basis of a part of such item. 
In order to initiate a partial joint determination, it must be possible to divide 
the proposed procurement into two economical production runs. For the period 
of August 1, 1953 to January 31, 1955, a total of $158,705,234 was restricted for 
exclusive small-business participation under this program. The Navy has agreed 
to 1,411 of the 1,516 joint determinations initiated by the Small Business Admin- 
istration representatives assigned to the selected Navy purchasing activities. 
This represents 93 percent of all joint determinations initiated by the Adminis- 
tration. 

The Office of Navy Small Business has been able during the past year to 
assist the Small Business Administration in the preparation of its publications, 
United States Government Purchasing Directory and United States Government 
Specifications Directory. In many other operating areas a high degree of 
coordination has been attained. 


NAVY COUNCIL OF SMALL-BUSINESS SPECIALISTS 


To insure that a continuing review is made of the effectiveness of the Navy 
small-business program, the Chief of Naval Material has established a Navy 
Council of Small Business Specialists for this purpose. This Council’s member- 
ship consists of the Chief, Office of Navy Small Business, and the Navy small- 
business specialists appointed within the technical bureaus and offices of the 
Navy Department. This Council meets each month or more frequently as required 
and serves as advisers to the Chief, Office of Navy Small Business, and assists 
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him in evaluating proposed and current Navy small-business procedures and 
projects. Their recommendations are forwarded to the Assistant Secretary of 
the Navy (Material) and the Chief of Naval Material, via the Director of the 
Procurement Division, Office of Naval Material, for approval. This continuing 


review provides for an effective and responsive program in behalf of small 
business. 


{Enclosure 1] 
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[Enclosure 3] 


SMALL BUSINESS PERSONNEL FOR THE NAVY DEPARTMENT, FEBRUARY 1, 1955 
Washington, D. C.: 


Small-business specialist, Office of Naval Material: 

Comdr. N. W. Curtin, Room 2221, Main Navy Building. 

Mr. M. Questal, Room 2221, Main Navy Building. 
*Small-business specialist, Bureau of Aeronautics: 

Comdr. J. S. Paretsky, Room 3931, Main Navy Building. 

Mr. G. W. Wilson, Room 3931, Main Navy Building. 
*Small-business specialist, Bureau of Ordnance: 

Mr. R. L. Watson, Room 3133A, Main Navy Building. 

Mr. 8. Tatigan, Room 3133A, Main Navy Building. 
Small-business specialist, Bureau of Naval Personnel : 

Capt. C. G. McKinney, Room 2633, Arlington Annex. 
*Small-business specialist, Bureau of Ships: 

Mr. Michael Chemsak, Room 1023, Main Navy Building. 
Small-business specialist, Bureau of Supplies and Accounts: 

Lt. Comdr. O. RP. Blanton, Room 0216, Main Navy Building. 
Small-business specialist, Bureau of Yards and Docks: 

Comdr. A. M. Egeland, Room 2A65, Yards and Docks Annex. 
Small-business specialist, Armed Services Petroleum Purchasing Agency: 

Mr. H. G. Fowler, Room 1B41, Yards and Docks Annex. 
Small-business specialist, Military Sea Transportation Service: 

Capt. R. M. Barnes, Room 2206, T—8, McLean Gardens. 

Mr. T. C. Allen, Room 2208, T-8, McLean Gardens. 








*Major purchasing offices. 
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*Small-business specialist, Fuel Supply Office, Naval Gun Factory, M at 
Bighth Street SE. : 
Mr. Richard M. Bishop, Building 213, 4th Floor. 
*Small-business specialist, Naval Gun Factory: 
Lt. M. K. Clardy (W), Building 28, Second Floor, M at Bighth Street SE. 
Small-business specialist, Naval Research Laboratory : 
Mrs. Ernestine Synder, Building 21, Second Floor, Fourth ne«r Ches- 
apeake SW. 
*Small-business specialist, Navy Purchasing Office: 
Mr. R. G. Busby (Acting), Room 138, Tempo Building D, Fourth and 
Independence Avenue SW. 
Small-business specialist, Office of Naval Research: 
Mr. L. O. Lincoln, Room 2804, T-3 Building. 
*Small-business specialist, Headquarters United States Marine Corps: 


Capt. G. P. Schmitt, Room 4002, Arlington Annex. 
California : 


Los Angeles : 
*Small-business specialist, Navy Purchasing Office, 1206 South Santee 
Street : 
Mr. Bert Friedman. 
Port Hueneme : 
*Small-business specialist, Yards and Docks Supply Office, United States 
\ Naval Construction Center: 
Mrs. Olive BE. Sherman. 
San Francisco: 
*Small-business specialist, Navy Purchasing Office, 180 New Mont- 
gomery Street: 
Lt. D. 8. Pool. 
Small-business specialist, Marine Corps Depot of Supplies, 100 Harrison 
Street : 
Mr. William R. Cathey. 
Connecticut : 
New London: 
Small-business specialist, Submarine Base: 
Lt. Comdr. W. T. Walker, Building 87. 


Florida: 
Jacksonville : 
Small-business specialist, Naval Air Station: 
Mr. John E. Colvin, Building 110. 
Miami: 


Small-business specialist, Marine Corps Air Station: 
Mr. Edward H. Gosline. 
Pensacola : 
Small-business specialist, Naval Air Station: 
Mr. James A. Kenyon, Building 603. 
Georgia: 
Macon: 
Small-business specialist, Naval Ordnance Plant: 
Ens. Arthur C. Thomas. 
Hawaii: 
Pearl Harbor: 


Sinall-business specialist, Navy Purchasing Office, Building 475, Naval 
Supply Center (Mail Address: Navy 128, Fleet Post Office, San Fran- 
cisco, Calif.) : 

Mr. T. H. Sunn. 
Illinois : 
Forest Park: 
Small-business specialist, Naval Ordnance Plant, 7500 West Roosevelt 
Road : 
Mr. Jason C. VanDyke. 
Great Lakes: 
*Small-business specialist, Electronic Supply Office : 
Mr. A. J. Dowe. 
Small-business specialist, Naval Supply Depot : 
Miss S. Beth Newsom. 


ee 


*Major purchasing offices. 
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Indiana : 
Crane: 
Small-business specialist, Naval Ammunition Depot : 
Mr. James W. Hudson, Building 64. 
Indianapolis : 
Small-business specialist, Naval Ordnance Plant, 21st and Arlington Ave: 
Mr. A. F. Sheehan. 
Louisiana: 
New Orleans: 
Small-business specialist, Naval Station: 
Mr. C. H. Shepard, Building 11. 
Maryland: 
Patuxent River: 
Small-business specialist, Naval Air Station: 
Mr. Francis Albert. 
Massachusetts : 
Boston : 
Small-business specialist, Naval Shipyard: 
Mr. Charles H. Ryan (Deputy), Building 149. 
New Hampshire: 
Portsmouth: 
Small-business specialist, Naval Shipyard: 
Mr. Winfield O. Sprague, Building 153. 
New York: 
New York: 
*Small-business specialist, Navy Purchasing Office, 111 East 16th Street : 
Mr. Herman Berman. 
Sands Point, Long Island: 
Small-business specialist, Office of Naval Research : 
Mr. H. B. Macartney, Special Devices Center. 
Oklahoma : 
McAlester : 
Small-business specialist, Naval Ammunition Depot: 
Mr. S. A. Way. 
Pennsylvania: 
Mechanicsburg : 
Small-business specialist, Ships Parts Control Center : 
Mr. Leo A. Yeager. 
Small-business specialist, Ordnance Supply Office : 
Mr. G. C. Remley. 
Philadelphia : 
*Small-business specialist, Aviation Supply Office, 700 Robbins Avenue: 
Lt. C. R. Hockett. 
Small-business specialist, Naval Air Material Center : 
LCdr. J. M. Windsor, Building 76, United States Naval Base. 
Small-business specialist, Naval Shipyard : 
Mr. Louis H. Eckstein, Building 83, Naval Base. 
*Small-business specialist, General Stores Supply Office, 700 Robbins 
Avenue: 
Lt. R. G. Fabian. 
Small-business specialist, Submarine Supply Office, Rittenhouse Square 
Building, 19th and Walnut Streets : 
Mr. Herbert J. Lawser. 
Small-business specialist, Marine Corps Depot of Supplies, 1100 South 
Broad Street : 
Mr. Martin West. 
York : 
Small-business specialist, Naval Ordnance Plant : 
Mr. J. E. Baublitz. 
Rhode Island: 
Newport: 
Small-business specialist, Naval Supply Depot: 
Mr. H. C. Clarke, Building 11, Coddington Cove. 


*Major purchasing offices. 





SMALL BUSINESS ADMINISTRATION AND RELATED ACTIVITIES 623 


South Carolina: 
Charleston ; 
Small-business specialist, Naval Shipyard : 


Mr. W. H. Heissenbuttel, Building 7. 
Tennessee : 


Memphis: 
Small-business specialist, Naval Air Station: 


Mr. A. A. Betts, Jr., Building 11, North Side. 
Texas: 


Corpus Christi : 
Small-business specialist, Naval Air Station: 
Mr. Otto R. Gessling. 
Dallas: 
Small-business specialist, Naval Air Station: 
Mrs. Joyce Hunt. 
Orange: 
Small-business specialist, Naval Station : 
Mr. W. A. Bruce. 
Virginia : 


Norfolk: 
*Small-business specialist, Navy Purchasing Office : 


Mrs. Esther Roberts (acting), Building 143, Naval Supply Center. 
Washington: 


Bremerton: 
Small-business specialist, Puget Sound Naval Shipyard: 
Lt. (jg.) R. L. Verdow. 
Mr. Ralph Shenenberger. 
Seattle: 
Small-business specialist, Naval Supply Depot : 
Lt. (jg.) R. J. DeVilbiss. 


[Enclosure 4] 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 


Washington, Mareh 11, 1955. 
Mr. a 


’ 


DEAR Mr. : During the Korean emergency your company played an im- 
portant role as a Navy prime contractor in the partial mobilization of the Navy 
and supported the Navy’s policy for the maximum utilization of small-business 
firms as subcontractors. Through this cooperation and support the Nation’s 
industrial mobilization base was expanded and an estimated 21 percent of the 
Navy’s prime contract dollars was placed with small business as first-tier sub- 
contractors. A Navy subcontract study conducted during fiscal year 1955 dis- 
closes that this estimated percentage of Navy prime contract dollars placed by 
major Navy prime contractors with small business at the first tier subcontract 
level has declined to 15 percent during fiscal year 1954. This decrease in sub- 
contract dollars being placed with small-business firms causes the Navy great 
concern because they will be needed in the event of a future national emergency 
for the expansion of defense facilities. 

In view of the above, it is recommended that your company review its procure- 
ment and production policies at this time with the view of utilizing small-business 
firms as suppliers. Similarly, you are urged to utilize available subcontract 
capacity to satisfy your current operating requirements, as opposed to expanding 
your own facilities and to refrain from recalling work heretofore subcontracted. 
Adoption of this suggestion will assist in providing for a partial dispersion of 
your overall operations and will thereby increase the Nation's industrial security. 

To further encourage small-business participation in the subcontract area, it 
is recommended that you establish a small-business program within your com- 
pany. Such a step on your part would assure the Congress and small-business 


*Major purchasing offices. 
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firms in general of your company’s wholehearted support of the Department of 
Defense subcontract policy. The establishment of this program will also in- 
crease the number of planned suppliers available for mobilization planning for 
critical defense items. It would provide a central point of contact within your 
company for all small-business inquiries for your subcontract work. This pro- 
gram should include but not be limited to— 


(a) Designation of procurement and production personnel at the executive 
level as small-business liaison representatives. 

(0) Providing opportunity for qualified small-business firms to interview 
procurement and production personnel of your company in order to inquire 
about the technical aspects of your subcontract work. 

(c) Representation of qualified small-business firms on your source list of 
suppliers for those items considered to be suitable for production by small- 
business firms. 

(d) Providing an opportunity for small business to compete for your sub- 
contracting work. 

(e) Providing upon request an estimate of the percentage of military 
prime contract dollars subcontracted to small business at the first-tier-sub- 
contract level. In this latter connection the Department of Defense defines 
small-business firms as any business concern, which including its affiliates, 
employs in the aggregate fewer than 500 persons. 


To assist the Navy’s major prime contractors in carrying out the Navy's policy 
for the maximum utilization of small business as subcontractors, the Chief of 
Naval Material has prepared and published the enclosed publication entitled 
“Selling to Navy Prime Contractors,” which has been distributed to small-business 
firms seeking subcontract opportunities. This publication includes a listing of 
your company and its representatives and has proved to be most helpful to small- 
business firms. Selling to Navy Prime Contractors will be revised this year, ac- 
cordingly you are requested to advise me whether or not the listings of your 
company and its representatives in this publication are correct. 

The Department of the Navy will appreciate receiving any comments which you 
might like to make in regard to this plan for the maximum utilization of small 
business as subcontractors. I am hopeful that you will agree with me that the 
joint cooperation of industry and Government in this program will be very bene- 
ficial in the implementation of the long range economic and industrial mobilization 
plans of our country. I assure you that your support of the Navy’s subcontract- 
ing policy will materially assist in accomplishing this splendid objective. 

Sincerely yours, , 


Assistant Secretary of the Navy: 
(Enclosure: (1) Selling to Navy Prime Contractors.) 


x 








